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MUTUAL SECURITY APPROPRIATIONS, 1959 


TUESDAY, JULY 8, 1958 


Untrep States SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 
The committee met at 10:30 a. m., pursuant to notice, in room F-37, 


the Capitol, Hon. Carl Hayden (chairman of the committee) pre- 
siding. 


Present : Chairman Hayden, Senators Ellender, Robertson, Salton- 
stall, Knowland, Dworshak, Dirksen, Potter, and Ives. 


MUTUAL SECURITY PROGRAM 
DrevELOPMENT Loan Funp 


STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS, ACCOMPANIED BY ROPERT G. 
BARNES, SPECIAL ASSISTANT FOR MUTUAL SECURITY COORDI- 
NATION; PHILANDER P. CLAXTON, LEGISLATIVE MANAGEMENT 
OFFICER, OFFICE FOR CONGRESSIONAL RELATIONS, DEPART- 
MENT OF STATE; AMBASSADOR DEMPSTER McINTOSH, MANAGER, 
DEVELOPMENT LOAN FUND; ROBERT B. MENAPACE, DEPUTY 
MANAGING DIRECTOR FOR FINANCE AND DEVELOPMENT; HART 
PERRY, DEPUTY MANAGING DIRECTOR FOR LOAN OPERATIONS; 
LESTER E. GORDON, ASSISTANT DEVELOPMENT OFFICER; J. E. 
MURPHY, CONTROLLER, INTERNATIONAL COOPERATION ADMIN- 
ISTRATION; AND MARKLEY SHAW, COMPTROLLER, INTERNA- 
TIONAL SECURITY AFFAIRS, DEPARTMENT OF DEFENSE 


AUTHORIZING LEGISLATION AND House ACTION 


Chairman Haypen. The committee will be in order. 

We start our hearings this morning on H. R. 13192, the mutual 
security appropriation bill, 1959, which passed the House of Repre- 
sentatives last Wednesday, July 2, 1958. 

I have a table here which reflects the amount of the authorizing leg- 
islation, and the amount recommended by the House in the appro- 
priation bill. 

Without objection, the table will be inserted in the record at this 

oint. 

(The table referred to follows:) 
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4 MUTUAL SECURITY APPROPRIATIONS, 1959 


GENERAL STATEMENT 


Chairman Haypen. We will proceed with the first witness, Mr. C. 
Douglas Dillon, the Under Secretary of State. 3 

Mr. Dizton. Thank you, sir. 

Mr. Chairman and members of the committee, I am glad to have 
the opportunity to appear before you this morning to introduce the 
executive branch testimony in support of the President’s request 
for appropriations to carry out the mutual security program during 
this fiscal year. 

Secretary Dulles is, unfortunately, I believe, unable to appear this 
morning because he is accompanying the President on a state visit to 
Ottawa, but he plans to appear before the committee on July 16 to 
discuss the broad foreign policy considerations which underlie our 
request for new appropriations. 


HOUSE REDUCTION 


The President has requested of the Congress, to carry out the mu- 
tual security program this year, appropriations in the amount of 
$3,950,092,500. This figure was reduced $274,500,000 in the authoriz- 
ing legislation. 

The action of the House of Representatives in approving the ap- 
propriations act last week further reduced this request by the amount 
of $597,500,000. 

The program submitted this year was an austere program. The re- 
ductions in the authorizing stage were serious. The further reduc- 
tions by the House in the Appropriations Act are critical. 


STATEMENTS BY THE PRESIDENT 


The President of the United States, after he had heard of this 
action, made two statements concerning it, and if it would please you, 
I think it would be useful to submit them at this stage for the record, 
as indicating the feeling of the President of the United States in 
regard to this program. 

Chairman Haypren. Those may be included in the record at this 

oint. 

(The statements referred to follow :) 

JUNE 27, 1958. 


THE WHITE HOUSE-—-STATEMENT BY THE PRESIDENT 


I am deeply distressed at the action of the House Appropriations Committee on 
the mutual security appropriations bill. 

Just as it takes ammunition to fight and win a war, it takes mutual resources 
and sacrifices to win the peace. Mutual security dollars, particularly dollars 
for economic assistance, are the ammunition required to fight for and win the 
peace. If this ammunition is denied, as it would be by the action of the Appropri- 
ations Committee, I fear there will be important losses for the free world and 
a serious decreasing of the security of the United States. 

The recommendation of the House Appropriations Committee calls for a cut 
in mutual security program funds of $864 million below the amount which I 
requested and of nearly $600 million below the amounts in the authorization 
legislation approvide by the conference committee and by the House this 
afternoon. 

It is my hope and belief that this action of the House Appropriations Com- 
mittee will not be the final action of the House of Representatives or of the 
Congress. 
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JULY 2, 1958. 
THE WHITE HovuseE—STATEMENT BY THE PRESIDENT 


I have a special statement to make on America’s security and on waging peace. 

The free nations of the world are under constant attack by international com- 
munism. This attack is planned on a broad front and carefully directed. Its 
ultimate goal is world domination. 

Against the pressures of international communism, free world security can be 
achieved only by a practical solidarity of opposition by the nations each, accord- 
ing to its ability, carrying its necessary portion of the entire burden. 

This is what mutual security really means. 

To support this program, started a decade ago, the American people have 
given needed assistance to others. As a direct consequence, during recent years 
the free world has been able to deny any new territorial expansion to com- 
munism. 

In spite of occasional human errors in administering the details of the pro- 
gram, the overall results speak for themselves. The aggressive purposes of the 
Kremlin have been foiled, and there has been gradually developed in the free 
world a greater spiritual, economic, and military strength as a foundation for 
efforts to win a just peace. 

Now, needed financial reserves have sunk below the safe minimum. In spite 
of this danger signal, the House Appropriations Committee has taken action 
that seriously endangers our security. We need more ammunition to wage the 
peace. 

A careful estimate of this year’s needs was made after prolonged study. It 
fixed the necessary total at approximately $3,900 million. The sum proposed by 
the Appropriations Committee is more than 20 percent lower than the estimate. 

This is taking reckless risks with our safety. 

The cut will dismay our friends in Latin America, in Asia, in Africa, and in 
the Middle East—every nation that is standing at our side in this worldwide 
effort. 

It is my deep conviction that reductions of a size contemplated by the com- 
mittee will have grave consequences in portions of the free world, and to our 
Nation’s security—and will encourage Communist imperialists. Our people 
must understand this. 

Regardless of the many and mounting billions that we spend for our own 
military forces, those forces cannot alone achieve our security. Friendly na- 
tions must be ready and able to stand by our side to present a solid front in 
the defense of freedom. 

We have this choice: 

Stand up and be counted, live up to our ideals and purposes, and assume the 
responsibilities that are ours; 

Or, shrug our shoulders, say that freedom for others hag,no significance for 
us, is therefore no responsibility of ours, and so let international communism 
gain the ultimate victory. 

The choice is clear for me. 

IT stand for American security, to be attained and sustained by cooperation 
with our friends of the free world. I am certain the American people will 
demand nothing less. 


SCOPE OF REDUCTIONS 


Mr. Drr10N. The reductions occur in five separate items, on which 
‘we plan to concentrate our testimony : 

$90 million below authorization in military assistance; 

$110 million in defense supnort ; 

$17.5 million in special subsistence; 

$55 million in the contingency fund; and 

$325 million in the Development Loan Fund. 

Secretary McElroy and General Twining will appear before you 
tomorrow to so over the effect of the nroposed reductions in military 
assistance. Mr. James Smith will testify on the following day regard- 
ing defense support and special assistance. 
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DEVELOPMENT LOAN FUND 


Secretary Dulles will cover the contingency fund in his scheduled 
appearance on July 16. Today I would like to discuss the most critical 
of these reductions, that in the Development Loan Fund. 

Last year in presenting the Development Loan Fund to the Con- 
gress, the President outlined a 3-year program with $750 million re- 
quested for fisca] year 1959. 

Senator Satronstatn. Mr. Dillon, just to make it clear, I have lis- 
tened to you and I have read the first page and you have put in the 
President’s request. 

The State Department obviously requests the full reclama of the 
amount cut by the House; is that correct? 

Mr. Dixon. That is correct. 

Senator SatronsTaLu. You are emphasizing that in your testimony ? 

Mr. Dit10Nn. That is correct. 

Senator SatronsTatu. Even though you are only talking on the De- 
velopment Loan Fund, as the first witness certainly, and representing 
the State Department, you are requesting the full reclama ? 

Mr. Dixon. That is correct. 

Senator ELtenper. Mr. Dillon, since you have been interrupted at 
the moment, how can you say that the program submitted this year by 
the President is an austere program? Why did he not submit a re- 
quest for more if he thought it was an austere program ? 

Mr. Ditton. He did not think it was necessary, but he thought that 
every bit of the amount he did submit was necessary and it was austere 
in that sense—that there was not any extra room for reductions. 


ORIGINAL REQUEST 


Senator ELtenper. Was any greater amount requested by ICA from 
the Bureau of the Budget ? 

Mr. Ditton. Yes. Originally that was reduced in the process of 
going through the Bureau of the Budget. 

Senator ELtenper. Will you give to the committee the amounts re- 
quested by the various divisions? 

Mr. Ditton. As I remember, the overall reduction was of the order 
of $500 million from the original request. The details of that I do not 
have at the moment. 

Senator Exrenper. Can you furnish that for the record ? 

Mr. Ditxo0n. I think we probably can; yes, sir. 

Senator Exrenper. Then, place the information in the record at this 

oint. 

(The information referred to follows:) 


STATEMENT ON EXECUTIVE BRANCH REDUCTIONS IN REQUESTS FOR Fiscan YEAR 
1959 APPROPRIATIONS FOR THE Mutua Securiry PROGRAM 


Requests for appropriations to support an annual mutual security program 
are developed through a process of study, analysis, and evaluation involving both 
the missions in the field and all interested agencies in Washington over a pro- 
tracted period of time. The key elements in this process include (1) the sub- 
mission to the field by Washington agencies of guidance for the development of 
annual program recommendations, which may or may not inelude ceilings within 
which field recommendations are to be submitted, but in any case will indicate 
general orders of magnitude which are to be considered as guideilnes; (2) review 
and analysis of these recommendations by Washington agencies, in terms of con- 
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sistency with foreign policy objectives, the capacity of the country to absorb the 
recommended level of assistance, production capability within the United States 
for the fiscal year in question, availability of personnel to carry out the recom- 
mended program, etc.; (3) discussions with the Bureau of the Budget as to the 
relationship of this recommended program with the overall budget program 
being submitted to the Congress; and (4) submission to the President of agreed 
agency recommendations. 

Procedures which applied in the development of the fiscal year 1959 program 
required the submission to the Bureau of the Budget of preliminary estimates by 
October 15 of the final recommendations from the operating agencies by Novem- 
ber 13. After Washington agency review of the recommendations from the field, 
which totaled a considerably larger figure, the October 15 submission to the 
Bureau of the Budget was in the amount of $4,350 million. Following further 
analysis and evaluation of the requirements for United States assistance during 
fiscal year 1959, the staff of the participating agencies recommended a program 
of $4,300 million. During senior level review this figure was further reduced, and 
the formal submission to the Bureau of the Budget in mid-November was in the 
amount of $4,090 million. Further discussions with the Bureau of the Budget and 
the President led to agreement on the figure finally recommended to the Congress. 

There are attached two statements which explain in greater detail, with illus- 
trative figures, the process involved in reaching the final agreed figures for, re- 
spectively, the military and nonmilitary programs. 


DEVELOPMENT OF MILITARY ASSISTANCE LEVELS PROPOSED TO THE CONGRESS FOB 
FISCAL YEAR 1959 


Procedures followed in the development of the proposed fiscal year 1959, mili- 
tary assistance program levels started with a directive to MAAG’s to prepare 
a statement of requirements, by item, needed to accomplish and maintain the 
forces defined by Washington as eligible for MAP support. These require- 
ments are divided into five priority increments each representing materiel needed 
to attain specific military accomplishments. This statement is accompanied by 
a listing of the assets on hand or anticipated from sources other than MAP 
to meet the requirements. If these assets are inadequate, the Chief of MAAG 
is required to certify that, if they are met by MAP, they can be utilized effec 
tively. These statements are in terms of items, and no attempt is made by the 
MAAG’s to calculate or estimate the dollar value. The data submitted are ac- 
companied by a number of supporting documents showing the basis upon which 
and method by which requirements have been calculated. The principal sup- 
porting document is a description of each unit and installation proposed to re- 
ceive MAP support, including equipment allowances for each such unit and in- 
stallation, and the mission that it will undertake in time of war. 

Data developed by the MAAG’s are reviewed by the unified commands to in- 
sure that stated requirements are consistent with unit missions, that priority 
groupings of these requirements are consistent with desired priority of accom- 
plishments, and that the data has been calculated and presented in accordance 
with policies and procedures prescribed by the DOD. Upon receipt in Wash- 
ington, these data are reviewed once again by the military departments and by 
the OSD. Inconsistencies are reconciled, undelivered prior year programs are 
introduced as assets, and appropriate changes are made to the data (following 
consultation as necessary with the unified commands and MAAG’s). 

At this point the values of requirements, assets, and deficiencies eligible for 
MAP are calculated mechanically. However, since supply availability has not 
yet been determined, this pricing is based on average values and not actual cost 
to the program. In making this calculation for the fiscal year 1959 program, the 
total value of the deficiencies eligible for MAP was about $5 billion. It should 
be understood that some of these requirements (e. g.. maintenance of existing 
forces, and certain parts of the equipping, modernization, and war reserve re- 
quirements) are high priority and are needed now. On the other hand, some of 
the requirements for equipping, modernization, and war reserves are of a lower 
priority and their provision can be delayed without serious jeopardy to the mili- 
tarv posture. 

Data derived from this preliminary costing are then summarized on a world- 
wide basis by priority. For the fiscal vear 19F9 program this summarized data 
showed that requirements through priority 3 could be met for about $2 billion, 
again without regard to supply source and without regard to the fact that the 
program in certain countries might be affected by certain nonmilitary factors. 
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It was determined that, if requirements through priority 3 were met, the high 
priority accomplishments which should be attained by the fiscal year 1959 pro- 
gram to insure orderly progress toward ultimate objectives, would be satisfied: 
Requirements were then reviewed, country-by-country and appropriate limita- 
tions were applied. For example, in a number of countries possible reductions 
in forces dictated that programing even through priority 3 was not warranted 
at this time. After application of these special considerations, a preliminary 
review by item was undertaken and the cost of the program reduced to take into 
account those items which apparently could be obtained without cost to MAP 
(i. e., from stocks excess to the requirements of United States services, and by 
redistribution of MAP-owned assets). In addition, an estimate was made of the 
value of those items which, though required to meet requirements in priorities 
1-3, appeared to be unobtainable at this time. As a result of these operations 
the fiscal year 1959 materiel program estimate was reduced to $1.7 billion. To 
this figure the cost of programs other than materiel (training P. C. H. and T., 
administration, etc.) was added, resulting in a total program estimate of $2.15 
billion which was submitted to the Bureau of the Budget. 

Based on the decisions reached as a result of the operations described above, 
instructions were issued to the military departments to prepare detailed pro- 
grams. These programs took into aceount availability of the items, the source 
from which they could be obtained, and the latest known cost. The total value 
resulting was $2.156 billion, including nonmateriel programs. 

These programs were reviewed by the Department of State and Defense, and 
ICA to insure consistency with instructions. Apparent inconsistencies were 
investigated and in consultation with the military departments appropriate 
adjustments made where indicated. In a further review with the Bureau of the 
Budget of the total budget requirements for the United States Government, it 
was decided to delete from the program a contingency item for funding of 
IRBM’s. These changes resulted in a reduction of the estimate to a total of $1.8 
billion, which was approved by the President and submitted as the executive 
branch proposal to the Congress. 


DEVELOPMENT OF MSP ECONOMIC ASSISTANCE LEVELS PROPOSED TO THE CONGRESS 
FOR FISCAL YEAR 1959 


The following is in response to requests for information which would enable 
comparison of fiscal year 1959 MSP economic aid levels at the various stages of 
refinement, including (a) level of country requests, (b) level of field mission 
recommendations, (c) level of proposals of ICA and other interested executive 
agencies to the Bureau of the Budget, (7) amounts allowed by the Bureau of 
the Budget, and (e) amounts proposed to the Congress. 

There are various practical factors, some of which are discussed in detail in 
part III of this memorandum, which limit the extent to which it is possible to 
provide information on levels of aid at all of the stages enumerated above. For 
instance, as pointed out in the paper on Steps in the Evoluation of Defense Sup- 
port Aid Levels, requests from other countries are normally for assistance in 
meeting certain economic problems and not for particular amounts of aid. Simi- 
larly, recommendations from the field missions do not cover all components of the 
program submitted to the Congress, such as requirements for interregional ex- 
penses and for such global programs as malaria eradication. 

Within these limitations, and with the reservation that figures for particular 
countries must remain classified, the following information gives the reductions 
made in the levels of aid requested of Congress, prior to the submission of the 
proposed fiscal year 1959 program to the Congress, on a global and regional basis 
by major category of economic aid. 


I. Globat 


A. In the case of the 12 countries for which the executive branch is proposing 
defense support programs in fiscal year 1959, the aggregate estimates of the ICA 
field missions totaled approximately $900 million. The several ICA regional 
offices in Washington, after reviewing these estimates, initially recommended a 
total of $902 million for defense support. The final presentation to the Congress, 
as reflected in the presentation books distributed in the House Foreign Affairs 
Committee and as outlined by the witnesses who appeared before the committee, 
calls for an appropriation for defense support of $835 million. 

In the ease of individual countries, the proposed program contained in the pres- 
entation is smaller in 6 instances, larger in 3, and substantially the same in 3, in 
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comparison with the estimates submitted by the field. At one extreme the re- 
duction in the field submission amounted to 40 percent of the amount of defense 
support aid requested. At the other extreme, in one instance where the political 
and economic circumstances involved substantially changed between the time of 
the field submission and the presentation, the original aid level was increased 
17 percent. 

B. In the case of special assistance for those 11 countries for which field sub- 
missions were received, the aggregate of the estimates made was about $179 
million. The several ICA regional offices in Washington, after reviewing these 
estimates, submitted recommendations covering 10 of these countries totaling 
$159 million, the 11th country being eliminated entirely. This compares with the 
total proposed special assistance programs for the 10 countries in the congres- 
sional presentation of about $153 million. In the case of individual countries, 
the program contained in the presentation was larger in 3 instances, smaller 
in 3, and substantially the same in 4, in comparison with the estimates submitted 
by the field. 

C. The executive branch is seeking funds for bilateral technical cooperation 
programs in 52 countries and 10 dependent territories. Field submissions cover- 
ing requirements for all but 4 of these programs totaled about $149 million. In 
the case of Ghana, Yemen, the Sudan and certain island territories in the 
Caribbean, where no USOM’s were established at the time, the estimates were 
necessarily prepared in Washington and totaled another $3 million. In addition, 
estimates for regional projects (about $7 million) and estimates for domestic 
program and interregional costs (approximately $17 million) were also neces- 
sarily prepared in Washington and amounted to another $24 million. Thus the 
total combined requirements for fiscal year 1959 technical cooperation as initially 
estimated by field missions and other Washington program-originating offices 
came to nearly $176 million. The several ICA regional and other responsible 
Washington staff offices screened these requirements and submitted requests 
which in the aggregate totaled about $166 million. The program finally presented 
to the Congress covering these same items totals about $142 million. Almost uni- 
formly this reduction was reflected in a downward adjustment of the proposed 
levels of aid for each country program or activity. 


IT, Regional 


The following table gives the changes which took place between the field sub- 
mission and the congressional presentation by region and major category of 
economic aid, expressed in millions of dollars, with the percentage of change. 


{Dollars in millions] 











s : 
Field esti- | Congressional percent 








mate | presentation change ! 
Defense support: 
Near East and South Asia- ; 3 | $268. 8 | $195.0 27 
Far East_- : Sasaaacy 581.5 | 595. 0 +2 
Europe and Africa a 50.0 | 45.0 10 
Total_-.- ; | 909.3 | 835. 0 7 
Special assistance: | 
Near East and South Asia- 60.0 | 42.0 30 
Europe and Africa 299.0 | 92.5 | 6 
Latin America 20.6 | 19.0 9 
Total. 179. 6 | 153. 5 15 
Technical cooperation: | Se, ieee Or oe ee 
Near East and South Asia. 50. 04 | 37. 85 | 24 
Far East- ; 2 37. 40 32. 50 13 
Europe and Africa_- 2 22.04 | 15. 35 30 
Latin America : 2 39, 25 32. 50 17 
Total 5 148. 73 118. 20 | 21 


! All percentages represent reductions except where an increase is specifically noted. 
2 As described above, these figures do not include regional programs or countries for which estimates were 
initially prepared in Washington. 


These figures show that the pattern for Near East and south Asia, where the 
reduction in levels from the field estimates was very large, is not wholly repre- 
sentative of the pattern in the other geographic areas, except, perhaps, in the 
ease of technical cooperation. The sharpest deviation is in the case of defense 
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support in the Far East, where the congressional presentation figure for the area 
asa whole is larger than the aggregate of the USOM estimates. This upward 
revision in the case of the Far East was necessitated in large part by the revi- 
Sion in Washington of certain assumptions made in the field. 


III. Limitations on figures 


As indicated previously, the foregoing data should be considered in the light of 
certain practical factors which limit any conclusions which might be drawn 
from the figures. Some of these are discussed below: 

(1) Nonavailability of country aid requests—It is not possible, simply be- 
cause requests of this precise character do not in fact exist for most countries 
at this time, to provide the amount of country requests for fiscal year 1959 
assistance. While the program submitted to Congress, and the amount of aid 
recommended for any country for fiscal year 1959, reflects the fact that such 
country has requested assistance of particular types and for particular purposes 
from the United States, those requests are not usually expressed in terms of a 
specific fiscal year 1959 aid level or even in terms of a detailed, complete, and 
officially approved list of specific activities that the country wishes help in 
financing. A country request for fiscal year 1959 aid which is expressed in a 
Specific amount will only come later, if at all, and probably then only in connec- 
tion with the negotiation, after the Congress has acted, of an aid level for the 
program that will actually be implemented. 

(2) Nonavailability of field estimates for certain programs.—It is not possible, 
either for the mutual security program as a whole or for most of the individual 
appropriation accounts, to make a valid comparison between the amounts recom- 
mended by the overseas missions and the amounts proposed by ICA and other 
executive agencies to the Bureau of the Budget, or approved by the Bureau, 
for the same purposes. This is because certain programs are not derived di- 
rectly from field-program submissions, even though certain kinds of informa- 
tion from the field may be indispensable to their formulation. This is true with 
respect to (a) the entirety of the contingency fund ($200 million); (6b) the 
entirety of the Development Loan Fund ($625 million); and (c) virtually all 
of the various miscellaneous programs customarily listed under the heading of 
“Other”, including United States contributions to various multilateral programs, 
ete. ($106 million). This is also true with respect to the technical coopera- 
tion, special assistance, and defense support appropriation accounts in cases 
where either (a) a program proposal must be developed for a new country in 
which we do not yet have a mission (Sudan, Yemen, Ghana, etc.), or (b) the 
program is a regional or worldwide program for which the estimates must be 
derived in a different fashion (the domestic program and interregional costs 
of the technical cooperation program; the malaria eradiation program; the 
European technical exchange program; the Latin American regional programs 
in support of civil police forces and for the development of engineer construction 
battalions). Consequently, valid comparisons can only be made with respect 
to selected programs or, if made on some other basis, must be qualified so as to 
stress the exceptions noted above. 

(3) Noncomparability of field recommendations and executive agency rec- 
ommendations and Budget Bureau markup.—Comparisons among (a) the rec- 
ommendations of the individual missions, (b) the recommendations of the 
executive agencies to the Bureau of the Budget, and (c) the actions of the 
Bureau of the Budget with respect to such recommendations are difficult be- 
cause of a lack of comparability in the form which these several successive rec- 
ommendations take. The recommendations from the field are on a country-by- 
country basis; whereas the recommendations of the executive agencies to the 
Bureau of the Budget and the Burean’s decisions with respect thereto, al- 
though taking into account country-aid problems, are directed not to the estab- 
lishment of individual country aid levels but rather to the fixing of a so-called 
“one-line estimate” for all the nonmilitary elements of the mutual security pro- 
gram and to the setting of a global estimate for each of the major categories 
of aid. It is only after the President’s budget decisions have been made that 
the executive agencies, in accordance with relative priorities, distribute illus- 
tratively on a country-by-country basis the aggregate amounts specified for each 
particular type of nonmilitary aid. It is this latter distribution which is re- 
flected in the congressional presentation and which represents the best judgment 
of the executive branch as of that time with respect to the countries and pur- 
poses for which the amonnt of aid sought will be used. 
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(4) Noncomparability of figures at successive programing stages due to dif- 
fering assumptions and changes in conditions resulting from timelag—Com- 
parisons among the proposed aid levels contained in the field submissions and 
the final congressional submission may be misleading because of different as- 
sumptions which were made at successive stages with respect to certain collateral 
matters that affect aid calculations, For example, the country team in a particu- 
lar country may assume a level of Public Law 480 sales during the year under 
consideration which is at variance with the assumption in this regard which is 
embodied in the final congressional presentation, and this difference in assumption 
with respect to this critical factor may result in a considerable difference in the 
aid levels proposed at these successive times. Similarly, differences in proposed 
aid levels may result from differing Washington and field assumptions as to the 
circumstances under which, and the extent to which, the Development Loan 
Fund may be available in a particular country or for particular forms of ac- 
tivities, or with respect to the possibility of financing certain activities in a 
country through one of the public lending institutions or from private investment 
sourees. Frequently, there are also changes in world conditions, in the conditions 
existing in individual countries, or in United States policies between the time 
when the country team makes its initial calculations and the time, 6 months later, 
when the aid program is finally presented to the Congress. These differences in 
assumptions, or changes in circumstances, can be identified and explained on a 
country-by-country basis, but they cannot be reflected in tabular form. 

(5) Size of field requests affected by initial Washington instructions.—Finally, 
it is important to recognize that recommendations from the field missions are 
prepared pursuant to, and within the compass of, detailed guidelines and assump- 
tions with respect to the purposes, nature, and in some respects, the size of the 
programs which are to be submitted. The practice has varied from year to year, 
and sometimes as among different geographic areas, with respect to providing 
field missions with ceilings or planning figures or other guidance as to aid magni- 
tude for the development of their respective country programs. 


targets or 


Specific ceilings, 
planning figures were not generally provided to field missions by 
Washington agencies as part of the instructions for the development of the fiscal 
year 1959 program, but there was an awareness in the field missions as to the gen- 
eral thinking in Washington with respect to the approximate program levels 
which could be accommodated within a budget that also took into account United 
States fiscal limitations. Moreover, the fiscal year 1959 instructions included 
the following specific guidance: (1) that it was the view of the Director of the 
Bureau of the Budget that the total amount for the mutual security program 
as a whole should, if at all possible, in view of United States fiscal considerations, 
be reduced below the levels of previous years and (2) that programers should 
keep in mind the attitude of the Congress, as reflected in its actions on the fiscal 
year 1958 appropriation requests, with respect to the levels of various mutual 
security appropriations. Therefore, although the missions were also urged 
to indicate the real needs as they saw them, it would be inaccurate to describe 
their submissions as uniformly representing pure requirement estimates. Thus, 
where the levels reeommended by the field and those submitted to the Congress 
are of comparable nature and may, therefore, properly be compared, it is impor- 
tant in drawing any conclusions for such a comparison to understand the fore- 
going ground rules governing, and the circumstances surrounding, the develop- 
ment of the field figures. 


ORIGINAL REQUEST JUSTIFIED 


Mr. Ditton. The Development Loan Fund started operations about 
January 1. The results of the past 6 months indicate that our original 
request for fiscal year 1959 was fully justified. 

The appropriations action of the House reduces the original re- 
quest by 60 percent and is a reduction of over 50 percent from the 


$625 million authorized last year for fiscal year 1959 and requested 


this year by the President. 
EFFECT OF REDUCTION 


This reduction raises a question not merely as to the scale of Fund 
operations, but as to whether there should be a Fund at all. 
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It would deprive the Fund of any real prospect of achieving the 
purpose which the Congress intended the Fund to fulfill, and which 
was reaffirmed this year when the Congress agreed to the i incorpora- 

tion of the Fund. 
I shall lay before you, as clearly as I can, the facts which lead me 
to believe that this is the case. 


ESTABLISIILMENT OF FUND 


You will recall that the Fund’s establishment followed a series of 
studies of the mutual security program last year by a special com- 
mittee of the Senate, by the House Foreign Affairs Committee, by two 
committees of Presidential advisers headed by Benjamin Fairless 
and Eric Johnston, respectively, and by numerous private groups. 

These studies examined the mutual security program, in the light 
of the changing international situation, and considered what shifts, 
if any, in its character and emphasis were in order. 

These studies produced some differing conclusions, but there was 
one thing on which they all agreed, that there was need for much 
greater emphasis on effective United States financing of economic 
growth in the less developed countries. Such growth has been 
lagging. 

In the absence of greater progress, it seemed unlikely that existing 
free governments could retain the support of the increasingly restive 
peoples in these areas. 


EXPLOITATION OF SITUATION 


The Communist bloc was moving vigorously to exploit this situa- 
tion, seeking to persuade these peoples that only through Communist 
methods and in association with the bloc could they achieve the eco- 
nomic growth they sought. 


Senator Extenprr. Do you have any direct evidence to substantiate 
your statement ? 

Mr. Ditton. Yes, sir. We can give you statements of Soviet 
delegates, extensive ones, at the Cairo meeting of the Afro-Asian soli- 
darity conference where they talked along this line at great length. 

(The statements referred to follows:) 


AFRO-ASIAN PEOPLE’S SOLIDARITY CONFERENCE—ECONOMIC REPORT PRESENTED 
BY THE SOVIET DELEGATION DECEMBER 27, 1957 (AS RELEASED BY THE CON- 
FERENCE SECRETARIAT ) 


U. S. S. R. AND ECONOMIC RELATIONS BETWEEN ASIAN AND AFRICAN COUNTRIES 


Cooperation of Asian and African countries is a sign of the times 

Mr. Chairman, ladies and gentlemen, it is the deep changes in the relation 
of forces in the world arena and particularly the tremendous successes of the 
liberation movement in Asia and Africa that have made it possible for this con- 
ference to discuss the question of economic cooperation between Asian and 
African countries. 

Formerly, some 15 or 20 years ago, the peoples of these countries could not 
even think of convening such a representative conference to tackle the problem 
of their mutual economic relations. Having enslaved these peoples, imperialism 
did its utmost to keep the Asian and African countries disunited and isolated. 
They arrogated the function of supreme power to regulate the relations of these 
eountries with the rest of the world. The political frontiers beween the former 
colonial empires and the imperialist “spheres of influence” served as an insur- 
mountable obstacle to all interchange between the Afro-Asian peoples, 
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In ancient times, however, throughout the flourishing period of the great 
civilizations of Egypt, India, and China, the Asian and African countries en- 
gaged in considerable trade. Caravan routes connected China, India, Russia, 
Central Asia, and Africa. Chinese seafarers could sail their ships as far as the 
coasts of Africa. Owing to the level of economic development of that time, 
which was based on agriculture and craftsmanship, and in view of the fact 
that the means of communication were limited, those relations could not be 
maintained on a wide scale nor could they be permanent. Nonetheless, they 
existed and played an important part in developing interchange between the 
peoples of the two great continents, until they were conquered by colonialists 
from the West. 

Having subjugated Asian and African countries, European and then American 
imperialists built railways and seaports there only to extract various riches from 
those countries without hindrance. They destroyed the former structure of 
their economies, made them lopsided and deformed, and in the long run turned 
them into their agrarian and raw-material appendages. The development of the 
productive forces under capitalism contributed to the internationalization of 
world economic ties; the imperialists, however, did all they could to prevent 
development of industry and complex economies in the Afro-Asian countries, on 
the basis of which they could maintain and expand economic relations with each 
other. The eastern countries found themselves closely tied to the metropolitan 
powers. 

An important feature of the world market and world economy created by 
imperialism is the unequal and predatory character of economic relations between 
various countries. The unity of the capitalist world economy rested on world- 
wide oppression on the part of monopolies and finance capital, the division of 
labor of nations having resulted in the division of world economy into industrial 
and backward countries, into metropolitan countries and colonies, into robbers 
and robbed. A small group of highly developed countries subjugated, exploited, 
and gathered tribute from the vast majority of the world population. The devel- 
opment of world economy did not pruceed along the lines of drawing the back- 
ward countries nearer to the advanced nations; on the contrary, it took the form 
of severe exploitation of the weak by the strong, thus widening the gap and in- 
creasing the historical differences between the economic levels of the eastern 
countries, on the one hand, and Europe and North America on the other. Such 
was the world of social and economic injustices built up by imperialism. Under 
such conditions the imperialist bourgeoisie lived in luxury, while the over- 
whelming majority of the population lived in poverty. The world was thus 
divided into bosses and masters, on one side, and colonial slaves, on the other. 

Now the time has arrived when this world of humiliation and violence. this 
disgraceful system of colonialism, is crumbling. Asian and African countries 
have become able to play an independent part in international relations. 

The revolutionary storms of national liberation that shook the world in recent 
vears have created a new situation. The political independence that most of 
the colonial countries have now achieved is a decisive step along the path that 
leads to the aholition of the world system of economic and politics! relations 
based on oppression and exploitation of one group of countries by another group. 

Today the liberation struggle has reached a new stage. The politics! chenges 
achieved are now bheirg followed bv economic transformations ard bv breaking 
the old strnueture of world economic ties based on ineonality and violence, with a 
view to renloeing it bv new relstions and rew principles of an internation] Civi- 
sion of Inhor which leed to comnlete eanality of all rations. Thot is the v'timate 
aim of the strnegle for economic indepentence which is being waged by the 
nationolv indenendent countries in Asia and Africa. 

Pennles bare risen to fiehbt for their liheration. to achieve desnite losses na- 
tions] inderendence, to win their statehood. ard to estahlich living con*itions 
worthy of man. i. e.. to hove good food, clothing end awellings, to send their 
children to school, enre ard prevent diseases. develon their enitnre and enioy 
the henefits of modern science and technianes: in other words thev wart to 
hava what ther ata at have hofare, They enrld nat nndertake this tack withont 
overthrowing imnerialism. withont nolitieal indeperdence, Rut nolitieal inde- 
pendence lore is not snffictert to solve this task. Whot is also rennired is eeo- 
nomie indenendence A ecoanntry cernot undertake an all-ronnd develormonrt of 
its eecaromy, considerably increase its national income. end raise the livirg stond- 
aras of the nonulation, nvless it is economically independent and the key positions 
in its economy are wrested from foreign capital. 
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Industrialization plays a decisive role in developing the economies of Asian and 
African countries and their economic ties 


Not only in the past but even now we have a number of examples when the 
economies of underdeveloped countries continue to depend on imperialist states 
and the enormous profits, derived through exploitation of cheap labor, and in- 
calculable natural resources in the countries which were or are colonies or de- 
pendencies are used not to develop these countries, but to further enrich the 
industrial countries of the West. Having colonial economies and a lopsided, 
single-crop agriculture and lacking an extensive manufacturing industry, the 
colonial and dependent countries found themselves at a great disadvantage in 
the world market. The world economic crises and an unstable world market 
involved these countries in tremendous losses; on the other hand, being helpless 
in the face of the capitalist monopolies they were unable to use the world market 
even when conditions were favorable. 

Quite a number of statesmen in the imperialist world want the underdeveloped 
countries to continue to supply highly developed countries with mineral and 
agricultural raw materials. 

Nowadays the imperialists are pushing forward all sorts of plans which are 
supposed to retain the capital and technique in the hands of this or that im- 
perialism and confine the role of underdeveloped countries to suppliers of raw 
materials and labor. But no matter how much effort the authors of these plans 
make to pass them off as acts of benevolence, the idea remains the same—to 
perpetuate colonial exploitation. 

In our opinion that is not the way to build a sound, stable, and independent 
economy. 

To eliminate their economic backwardness the underdeveloped countries should 
take the path of industrialization. 

That industrialization is indispensable is now recognized by all, even by those 
who in fact continue to pursue a policy of hampering industrialization. 

There is hardly any country that has been able to make any considerable 
economic progress on the basis of the mining industry or agriculture alone. Yet 
there are many countries which, despite limited natural resources and a weak 
extracting industry, made great economic progress thanks to a highly developed 
manufacturing industry. Japan is the most striking example in this respect. It 
is a country where the highly developed manufacturing industry uses chiefly 
imported raw materials and where, despite the need to import most of the raw 
materials required, the national income per head of the population is much higher 
than in the countries which were or are colonies. 

Industrialization must be based on the highly developed manufacturing indus- 
try, the manufacture of the most varied means of production, including ma- 
chinery, raw materials, various kinds of power, etc. 

The highly developed manufacturing industry is most effective in the sense 
that it insures a stable and most rapid growth of the national income per head 
of the population, and maximum production per unit of investment and also 
per unit of labor expended. In the industrially developed countries—the 
U. 8. S. R., the United States of America, Western Germany—where the latest 
achievements of science and engineering are widely used in all branches of 
economy, the most rapid growth of labor productivity is registered precisely at 
the large enterprises of the manufacturing industry, especially in such branches 
as metalworking, machine building, chemistry, particularly the chemistry of oil, 
etc. 

When speaking about the need for a comprehensive development of the manu- 
facturing industry we by no means consider that the underdeveloped countries 
should give up or slacken expansion of the mining industry or agriculture. On 
the contrary, the development of various branches of the manufacturing in- 
dustry cannot be effected otherwise than by expanding agriculture and the ex- 
tracting industry, which so far are the basis of the economies of the underde- 
veloped countries. But then it is only by expanding the manufacturing industry 
that labor productivity and the national income can be raised to such a level as 
will make it possible to develop all branches of the economy, including agricul- 
ture: by modern methods of irrigation and raising crop yields, and the extract- 
ing industry, through greater use of modern methods of prospecting and 
extraction of raw materials. It should he noted that agriculture and the ex- 
tracting industry may become the basis for developing many other branches of 
the economy and a source of foreign exchange only if they are at the disposal 
of the underdeveloped countries themselves, and not in the hands of foreign 
monopolies. 
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The building of a manufacturing industry in the underdeveloped countries 
will put an end to the lopsided character of their economies, create a complex 
economie structure, lay a firm basis for developing ties between them on new 
economic principles, and lead to a sharp increase of trade both inside the Afro- 
Asian group and between its members and other countries. 

Problem of markets and capital investments 


Quite a few problems arise in connection with the struggle waged by the 
underdeveloped countries to expand their own manufacturing industry. We shall 
mention among them the problem of markets and the problem of capital in- 
vestments and their sources. Their solution in many respects depends on the 
internal and external economic policy pursued by the countries concerned. 

The underdeveloped countries should not be frightened when they are told 
that the problem of markets is “insoluble.” This problem can be solved without 
great difficulties, provided the Afro-Asian countries take the path of industri- 
alization. 

Firstly, a complex manufacturing industry will create a wide market for its 
own products and consume products of agriculture and the mining industry in 
increasing quantities: modernization of agriculture, mechanization of the 
processes by which raw materials are supplied, development of means of com- 
munication, in short, technical reegnipment of the entire economy, will, in turn, 
increase the demand for products of the processing industry. 

Secondly, the market can be widened by close economic cooperation between 
the former colonial countries not only in the field of foreign trade but also 
through mutual adjustment of their economic development, including reciprocal 
deliveries of manufactured goods and raw materials ensured by the successful 
industrialization of China, India, Egypt, and other countries, on the basis of the 
Sandung principles of equality. mutual benefit and noninterference in one 
another’s internal affairs. 

Thirdly, the market will he extended by developing trade with all countries, 
provided that states take the necessary measures to protect their industries 
against competition on the part of the highly industrialized countries. To de- 
velop their trade relations the Afro-Asian countries could make mutual con- 
cessions and give preferences as far as customs duties, freight tariffs, ete., are 
concerned. 

The problem of capital investments is not insoluble either. Many highly 
developed capitalist countries followed the path of robbing colonies and de- 
pendent countries with a view to accumulating capital. Obviously, this path 
is unacceptable and impossible for the countries that are now free from colonial 
dependence. It is understood that while rejecting colonialism in principle the 
Afro-Asian countries cannot enter on the path of colonial plunder. 

The Soviet Union and a number of other Socalist countries nationalized their 
industry and trade so as to plan the use of profits and the redistribution of the 
national income in the interests of industrialization. The path taken by the 
Socialist countries presupposes the development of state, public, and coopera- 
tive ownership. History has shown that it was the most rapid and effective 
path, the least painful to the popular masses. It was in this way that the 
Soviet Union, in spite of its heavy war losses and without any aid from outside, 
I stress, without any foreign aid, reached in 1957 a level of industrial output 
83 times as high as that of 1913, including a seventy-four-fold increase in the 
manufacture of the means of production. It was in this way that the former 
border regions of Tsarist Russia which had little or no industry at all were 
turned into industrial republics which in a number of economic indexes can 
easily bear comparison with such countries as France, Italy, and Japan. 

The Afro-Asian countries have their own sources of accumulating capital. 
The considerable resources extracted by foreign monopolies from these countries 
in the form of profits can be used to develop their own industry. Foreign 
capital still continues to gather enormous tribute from the underdeveloped coun- 
tries. The colossal profits yielded by the extracting industry are not used to 
industrialize these countries but flow into the pockets of foreign monopolists. 

The question of using the profits and capital of foreign enterprises in the un- 
derdeveloped countries for their industrialization is of great importance. It 
would be advisable in this connection to remember the recent experience of 
Egypt who discontinued the use of the Suez Canal by French, British, and other 
foreign monopolists for their own profits and is now using these profits to ex- 
pand its own economy. The Republic of Indonesia has now embarked upon 
the same path. The Indonesian patriots are now fighting to nationalize the 
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Dutch banks and other enterprises so that the riches created by hard work of 
the Indonesians in the course of ages can be used by the Indonesian people. 

We know from our own experience that by having relieved itself of paying 
out 1,000 million rubles annually to foreign monopolies our country created 
an important source of capital. 

Elaboration of a common policy toward foreign capital and, particularly, agree- 
ment to increase the payments for concessions and the tax on profits (with due 
account of Iran’s recent experience) could provide the governments of the Afro- 
Asian countries with considerable additional means. 

It would also be possible to limit the exceedingly large profits of the land- 
lords and other big proprietors by means of taxes. 

The United States Government can exact up to 50 percent of the profits of the 
joint-stock companies to spend these sums on the arms drive, and nobody regards 
it as a violation of the principles of private ownership. But when a number of 
public figures living in the former colonies and belonging to different parties 
propose to introduce a high tax on the profits of the foreign monopolies, big 
landowners, and other big proprietors and use the sums so collected for raising 
the living standards in their countries through industrialization, this is re- 
garded for some unknown reason as a violation of the principles of private 
ownership. f 

An important source of foreign exchange is foreign trade. Strict state control 
over foreign exchange expenditure, priority of import licenses for the purpose of 
industrialization and a ban on the import of luxury articles would enable the 
Asian and African countries to increase their imports of machinery and equip- 
ment. Finally, these countries could agree on certain principles of their foreign 
trade policy; they, in particular, could make it a rule to pay for their imports in 
local currency or in kind (by delivery of local raw materials). 

Raw material resources are of no less importance for the underdeveloped coun- 
tries. It has been calculated, for instance, that a 5-percent increase in the ex- 
port prices of raw materials would give them a sum equal to the annual influx of 
foreign state-owned and private capital. Consequently, concerted efforts of the 
Afro-Asian countries in this field would be extremely favorable for their economic 
position. Unity of these countries might become decisive in their struggle for 
stable prices on the world raw material markets. 

The state budget along with the bank credit system and the profits of the state- 
owned light industries are also an important means of industrialization. One 
should not forget that foreign capital tries to keep a tight hand on the most 
profitable enterprises and branches of the economy. Nationally independent 
states would considerably facilitate their industrialization if these enterprises 
and branches were at their disposal. 

The question as to how to use the capital accumulated within the country or 
received in the form of foreign aid is of great importance. Experience shows that 
the less this capital is portioned (sic) and the more centralized and planned and 
invested by the state for production purposes the greater the results it brings. 
Today in some countries considerable funds remain in the hands of the state, and 
the enterprises built with them are state owned. We think it is a progressive 
phenomenon. The more state-owned enterprises the greater the profits the state 


will derive and use to expand construction, and the less its need for resorting to 
taxes. 


Problem of internal resources and foreign aid 


In building an independent economy the relation of external and internal re- 
sources is a question of principle for all underdeveloped countries. The history 
of our country shows that utilization of internal means and resources is the basic 
and decisive condition of economic revival. An all-round economic expansion 
cannot be imported from outside; it must receive support from within. 

This in no way means that the underdeveloped countries should rely on them- 
selves alone. The Soviet Union chose this path not because it did not want to 
receive foreign aid, but because nobody wanted to help us. The imperialist 
states were not interested in strengthening the economic independence of the 
first country which dared to embark upon the road to socialism. They tried to 
strangle it by resorting to a financial and economic blockade. But, as everybody 
knows, nothing came out of this effort. 

Today the Asian and African countries are in a much more favorable position 
than the U. 8. S. R. 40 years ago. The highly developed capitalist countries have 
no longer the monopoly of equipment, machinery, credits or scientific and tech- 
nical experience. Socialist countries are now in a position to render and they are 
reully giving the underdeveloped countries economic, financial, and technical aid. 
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The Soviet Union’s successes in the use of nuclear energy for peaceful purposes 
and in launching rockets and sputniks testify to the fact that the assistance 
rendered by Socialist countries is based on the latest achievements of modern 
scientific and technical thought. The very possibility of mutually profitable eco- 
nomic relations between the former colonial countries and the Soviet Union makes 
the imperialists reconsider their policy of impeding the independent economic 
development of the underdeveloped countries, makes them restrain their craving 
and agree to make certain concessions. In the present-day international situ- 
ation, therefore, these countries can count on foreign aid as an addition to their 
internal resources and a means to speed up their industrial development. 

It should be noted in passing that the aid the advanced capitalist countries are 
giving or say that they intend to give the former colonies is by no means a favor 
but only an insignificant reimbursement of the debts incurred as a result of 
colonial exploitation in the course of decades and centuries. 

However, the means the underdeveloped countries are provided with cannot 
always be regarded as a real aid. Those who receive aid must never forget the 


fate of ancient Troy when, despite Laocoon’s warning, it accepted the gift of the 
Danai. 


Principles of aid to underdeveloped countries 


The Soviet Union holds that the underdeveloped countries are entitled to 
assistance without any conditions—military or political, economic, or social— 
that is to say, such assistance should be rendered in conformity with the Ban- 
dung principles. 

It is on these great principles that the Soviet Union and the other Socialist 
states base their economic relations with other countries and their idea of aiding 
them. When the Government of India requested the Soviet Union to help her 
in building an iron and steel plant the Soviet Union granted her a loan on the 
most preferable terms and at her request sent to India its specialists, having 
entrusted them with the task of erecting the plant within the shortest possible 
time and in a most effective way. The agreements on Soviet aid to Burma, 
Afghanistan, Indonesia, and other countries were signed on the same terms. 
When the Government of Syria applied to the Soviet Union for help, the 
U. S. S. R. immediately gave Syria economic, financial, and technical aid with- 
out any conditions whatsoever. 

Meeting Egypt half way, the Soviet Union has granted Egypt a 700 million 
ruble loan. 

3efore the Second World War the Soviet Union engaged in traditional trade 
with a number of Eastern countries, such as Turkey, Iran, Afghanistan, Yemen, 
and others. Soon after the war the U. S. S. R. signed barter agreements by 
which it undertook to deliver large quantities of grain to India, Pakistan, and 
Egypt in exchange for traditional goods. 

At present the Soviet Union has trade agreements with India. Egypt, the Le- 
banon, Burma, Syria, Yemen, Pakistan, Indonesia, Cambodia, Morocco, Turkey, 
Tran, and Afghanistan; i. e., with 13 countries of southeast Asia and the Mi’dle 
East. The recently signed trade agreement with Japan will undoubtedly stimu- 
late the trade between the Soviet Union and Japan. The U. S. S. R. is also 
trading with Thailand, Ethiopia, Sudan, and Libya. The trade turnover be- 
tween the U. S. S. R. and the countries of southeast Asia and the Middle East 
has increased in the recent 6 or 7 years nearly 4.5 times. 

For a number of Afro-Asian countries, trade with the Soviet Union serves to 
stabilize their economy and foreign trade. It is based on the principles of equal- 
itv and mutual benefit and on regular deliveries of equipment, machinery, and 
other goods needed to develop these countries economically, guarantee the dis- 
posal of their export goods and economize their gold reserves: all this is pro- 
vided for in long-term agreements on stable prices and on payments in local 
currencies. The Soviet Union never imposes on its counterparts goods they 
do not need and never tries to cause damage to the local production or to com- 
pete with it. y 

The emergence of the Socialist system lavs the foundation for new interna- 
tional economic relations and a new attitude of the industrial powers toward 
the underdeveloped countries. The history of imperialism does not know a 
single case when a highly developed power rendered assistance to an industrially 
backward. agrarian country. On the other hand, the history of imperialism 
is replete with examples when advanced powers strangled the buds of industry in 
backward countries. Contrariwise, the Soviet Union and the other Socialist 
states are in every possible way helping the underdeveloped countries to over- 
come their economic lagging and create a modern industry of their own. 
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The principles that guide the Soviet Union in aiding the underdeveloped 
countries can be briefly formulated as follows: 

“We can build for you an industrial plant or transport facilities, a research 
or educational establishment, a hospital or a cultural institution, whichever you 
may need. We can send our specialists to you or you may send your specialists 
to us to see our enterprises and research institutions. We can send our profes- 
sors to your educational establishments or you may send your students to our 
institutes. Do what is better for you. Say what you need and we can help you 
by rendering assistance in the form of credits or technical aid, within our eco- 
nomic possibilities. 

“We do not seek i get any advantages. We do not need profits, privileges, 
controlling interest, concessions, or raw material sources. We do not ask you to 
participate in any blocs, reshuffle your governments or change your home or for- 
eign policy. Weare ready to help you as brother helps brother, without any in- 
terest whatever, for we know from our own experience how difficult it is to get 
rid of need. Our only condition is to aid without any conditions at all.” 

Unfortunately, the advanced countries of the West offer assistance on entirely 
different principles, on principles contradicting the aspirations of the peoples 
for peaceful coexistence, independence, and noninterference. 

The United States, for instance, connects its aid to the underdeveloped coun- 
tries first of all with their participation in aggressive blocs. The greater part 
of American aid is used for war purposes, while their economic assistance is 
only an appendage to armaments deliveries. Moreover, the United States de- 
mands that the countries receiving its military aid should constantly increase 
their own military expenditures. As a result, the efficacy of such economic aid 
is reduced to naught or becomes insignificant ; very often it even saps the econ- 
omies of these countries. 

It should be pointed out for truth’s sake that certain aid is also given to 
countries which do not participate in military blocs; but here, too, military con- 
siderations play an extremely negative part. Owing to the fact, for instance, 
that the United States is arming the SEATO members and the participants in 
the Baghdad Pact, India and other neighboring states who are not members of 
oue bloc or another are compelled to increase their defense expenditures to an 
aimount greatly exceeding the economic aid they receive from the United States. 

Secondly, the United States of America, and international institutions under 
its control, such as the International Bank for Reconstruction and Development, 
very carefully investigate appropriate branches of the economy of the recipient 
countries before they decide to aid them; after such investigations, requests for 
aid are often declined on the pretext that it would be ineffective or inexpedient ; 
that was the case when aid was requested for building manufacturing enter- 
prises or big powerplants. 

Thus, the United States of America uses its aid to keep the economic develop- 
ment of the recipient countries under its control, Such aid is thereby turned into 
a means to interfere in the domestic affairs of these countries and impede their 
industrial development. 

Thirdly, United States aid is granted provided that it is not used in any way 
for the development of the state section of national economy. On September 13, 
1957, Mr. Hollister, head of the International Cooperation Administration, made 
a statement in Washington which sheds light on this aspect of the United 
States policy toward the underdeveloped countries. He said that as a rule, the 
International Cooperation Administration would not agree to finance the public 
enterprises of the manufacturing and extracting industries, It is obvious that 
the aim pursued by this body is direct interference in the domestic affairs of 
other countries. 

Finally, the financial terms of loans granted by Western Powers or interna- 
tional bodies under their control—high rate of discount, time limits for and 
methods of repayment, etc.—are too onerous for the weak economies of the 
underdeveloped countries. 

It should be pointed out that despite the recommendation of the 24th session 
of the Economic and Social Council to the General Assembly to set up a special 
fund to finance the economic development of these countries, the imperialist 
circles in the United States of America and Britain are still hampering creation 
of such a fund. The Soviet delegation to the 12th session of the General Assembly 
emphasized once again that this question should immediately be settled. 

The Soviet Union holds that the basic task of the fund should be to facilitate 
the building of industry in the underdeveloped countries. It, therefore, proposes 
to present the main part of its voluntary contribution in the form of equipment, 











MUTUAL SECURITY APPROPRIATIONS, 1959 19 


machinery, materials, and other commodities needed for industrialization of 
these countries. 


True to its policy of peace and international cooperation, the U. S. S. R. 
invariably fights to achieve general disarmament so as to use part of enormous 
resources so released for the economic development of the backward areas of the 
world. In its proposals to the Western Powers the U. S. S. R. has advanced 
a noble idea of competition with a view to aiding the backward countries and 
facilitating further progress in the life of mankind instead of racing for greater 
production of weapons of mass destruction. The Western Powers so far have 
not accepted these proposals, but in spite of that we still continue to stick to 
them. The slogan “Let’s compete with one another in aiding the underdeveloped 


countries” may serve as a real basis for wider economic cooperation between all 
countries. 


Our conference is imbued with the spirit of Bandung. No force in the world 


can ever reenslave those Asian and African countries which have already shaken 
off the yoke of imperialism. 


Ladies and gentlemen, we hope that this conference will help the Asian and 
African peoples rally still closer in their fight for peace and complete freedom. 
It will, undoubtedly, bring nearer the hour of liberation for those peoples in Asia 
and Africa who are still in the chains of colonialism. 

The powerful movement of mankind to freedom and prosperity should be sup- 
ported by all countries. They must make every effort to facilitate the national 
revival of the eastern peoples and contribute to the development of the progres- 
sive tendencies of the historical process throughout the world. 

In conclusion permit me to thank the Egyptian people and President Nasser 
for the kind hospitality and warm reception, for the good organization of the 
work of the Conference in this ancient and beautiful city of Cairo. 


PROGRESSION OF COMMUNISM 


Senator E.tenper. The same as we talk in Paris about what we 
want to do for our own friends? 

Mr. Driton. No, they were not talking of their own friends; they 
were talking of peoples of the less developed countries. 

Senator Eiienper. Was their approach there the same as ours? 

Mr. Ditton. Yes, it was the converse in that thev said that these 
people could only achieve economic growth through communistic 
methods and not through free enterprise and capitalist methods. 

Senator Ettenper. Now, was that really stated in that manner, or 
are you simply suggesting what they meant ? 

Mr. Diti0N. It was stated rather clearly that state enterprises were 
the best route and that these private enterprises were merely a form 
of imperialism or colonialism. 

Senator Ertenper. Mr. Dillon, do you think that in an area where 
you have some sort of private enterprise, where the people have their 
own stores, where they plant their own crops, or where they were 
under the supervision of the United Kingdom at one time, that the con- 
dition prevailing there is the same as prevailed, let us say, in Russia 
40 years ago? 

Mr. Dinion. No, I don’t think they are quite the same. 

Senator Ettenper. Of course not. It has been my contention that 
what made communism progress in Russia is that the people there 
never knew liberty. There are only 3 or 4 places in Russia where the 
people ever had any liberty, that is in Latvia, Estonia, Lithuania, and 
Ukraine. 

In my visits to Russia, I discovered that it was in those places where 
the Russians were having the most trouble getting the people to swal- 
low the communist line. In Siberia, they are not having the trouble 
that they have had in other places. I mentioned the reason for this 
in my judgment, is that those people in western Russia did enjoy 
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freedom at one time the same as the people in Ghana, Nigeria, and 
other parts of Africa are enjoying freedoms today. Therefore, I do 
not believe that it would be possible to have communism thrive ‘there 
to the extent that it has thrived in Russia. 

Mr. Ditton. I hope you are right, Senator. 

Senator Extenper. I feel confident I am. W hy should we under- 
take the whole job? Why do we not let Russia spend a few dollars 
to help those people? Why should we carry the entire burden ? 

I wish you would direct yourself to these ideas. 

Mr. Ditton. I shall be glad to talk about that a little later, Senator. 

Senator Ex,enper. I wish you would, because I am very much 
interested in getting your reaction. And when you speak to these 
ideas please discuss them in the light of what we have done in the past 
10 years, not only in undeveloped countries, but in developed countries, 
and the attendant results we have obtained in those developed 
countries. 

ESTABLISHMENT OF LOANS RECOMMENDED 


Mr. Ditton. To meet this threat, these studies recommended the 
establishment of loans in substantial amounts to provide development 
financing, on a long-term basis, using businesslike procedures best 
suited to this task. 

To carry out this task the administration proposed and the Congress 
established the Development Loan Fund. Recognizing that it would 
take the Fund some time to organize and commence operations, and 
that, therefore, a full year’s appropriation could not be utilized in 
the first year of operation, the Congress provided $300 million for 
fiscal year 1958. It also authorized $625 million for fiscal year 1959. 


COMPARISON OF PROPOSAL WITH ORIGINAL MARSHALL PLAN 


Senator Exxenver. Mr. Dillon, at this point will you tell us the 
difference between what you are now proposing and the original 
Marshall plan? 

Mr. Ditton. The original Marshall plan ? 

Senator EL,enper. Yes, sir. 

Mr. Ditton. The original Marshall plan was quite different because 
we gave substantial funds, furnished substantial funds to Europe to 
reinstate an industrial complexion that had already been functioning 
before, that had been smashed by war, and all that was needed was 
the working capital and new equipment to start these factories going. 
Whereafter, the European countries could take care of themselves. 

This was quite a different thing because here we are talking about 
underdeveloped countries that have never had an industrial complex 
and you are trying gradually to increase their standard of living, 
which is something quite different. 


STATEMENT OF GENERAL MARSHALL 


Senator Ettenper. What I am driving at is this: As I remember 
the statement of General Marshall—and I ask leave to put it in the 





record at this point, General Marshall proposed the same type of 
loan fund you are now discussing. But we have veered away from 
that. 
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Chairman Haypen. Without objection, the statement of General 
Marshall will be placed in the record at this point. 
(The statement referred to follows :) 


EUROPEAN INITIATIVE ESSENTIAL TO ECONOMIC RECOVERY--REMARKS BY THE 
SECRETARY OF STATE* 


I need not tell you gentlemen that the world situation is very serious. That 
must be apparent to all intelligent people. I think one difficulty is that the prob- 
lem is one of such enormous complexity that the very mass of facts presented to 
the public by press and radio make it exceedingly difficult for the man in the 
street to reach a clear appraisement of the situation. Furthermore, the people of 
this country are distant from the troubled areas of the earth and it is hard for 
them to comprehend the plight and consequent reactions of the long-suffering 
peoples, and the effect of those reactions on their governments in connection with 
our efforts to promote peace in the world. 

In considering the requirements for the rehabilitation of Europe, the physical 
loss of life, the visible destruction of cities, factories, mines, and railroads was 
correctly estimated, but it has become obvious during recent months that this 
visible destruction was probably less serious than the dislocation of the entire 
fabric of European economy. For the past 10 years conditions have been highly 
abnormal. The feverish preparation for war and the more feverish maintenance 
of the war effort engulfed all aspects of national economies. Machinery has 
fallen into disrepair or is entirely obsolete. Under the arbitrary and destruc- 
tive Nazi rule, virtually every possible enterprise was geared into the German 
war machine. Longstanding commercial ties, private institutions, banks, insur- 
ance companies, and shipping companies disappeared, through loss of capital, 
absorption through nationalization, or by simple destruction. In many countries, 
confidence in the local currency has been severely shaken. The breakdown of 
the business structure of Europe during the war was complete. Recovery has 
been seriously retarded by the fact that 2 years after the close of hostilities a 
peace settlement with Germany and Austria has not been agreed upon. But 
even given a more prompt solution of these difficult problems, the rehabilitation 
of the economic structure of Europe quite evidently will require a much longer 
time and greater effort than had been foreseen. 

There is a phase of this matter which is both interesting and serious. The 
farmer has always produced the foodstuffs to exchange with the city dweller 
for the other necessities of life. This division of labor is the basis of modern 
civilization. At the present time it is threatened with breakdown. The town and 
city industries are not producing adequate goods to exchange with the food- 
producing farmer. Raw materials and fuel are in short supply. Machinery is 
lacking or worn out. The farmer or the peasant cannot find the goods for sale 
which he desires to purchase. So the sale of his farm produce for money which 
he cannot use seems to him an unprofitable transaction. He, therefore, has with- 
drawn many fields from crop cultivation and is using the for grazing. He 
feeds more grain to stock and finds for himself and his family an ample supply 
of food, however short he may be on clothing and the other ordinary gadgets of 
civilization. Meanwhile people in the cities are short of food and fuel. So the 
governments are forced to use their foreign money and credits to procure these 
necessities abroad. This process exhausts funds which are urgently needed for 
reconstruction. Thus a very serious situation is rapidly developing which bodes 
no good for the world. The modern system of the division of labor upon which the 
exchange of products is based is in danger of breaking down. 

The truth of the matter is that Europe’s requirements for the next 3 or 4 years 
of foreign food and other essential products—principally from America—are so 
much greater than her present ability to pay that she must have substantial addi- 
tional help or face economic, social, and political deterioration of a very grave 
character. 

The remedy lies in breaking the vicious circle and restoring the confidence of 
the European people in the economic future of their own countries and of Europe 
as a whole. The manufacturer and the farmer throughout wide areas must be 


able and willing to exchange their products for currencies the continuing value 
of which is not open to question. 





1 Made on the occasion of commencement exercises at Harvard University on June 5, 
1947, and released to the press on the same date. 
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Aside from the demoralizing effect on the world at large and the possibilities 
of disturbances arising as a result of the desperation of the people concerned, 
the consequences to the economy of the United States should be apparent to all. 
It is logical that the United States should do whatever it is able to do to assist 
in the return of normal economic health in the world, without which there can 
be no political stability and no assured peace. Our policy is directed not against 
any country or doctrine but against hunger, poverty, desperation, and chaos. 
Its purpose should be the revival of a working economy in the world so as to 
permit the emergence of political and social conditions in which free institutions 
can exist. Such assistance, I am convinced, must not be on a piecemeal basis as 
various crises develop. Any assistance that this Government may render in the 
future should provide a cure rather than a mere palliative. Any government 
that is willing to assist in the task of recovery will find full cooperation, I am 
sure, on the part of the United States Government. Any government which 
maneuvers to block the recovery of other countries cannot expect help from us. 
Furthermore, governments, political parties, or groups which seek to perpetuate 
human misery in order to profit therefrom politically or otherwise will encounter 
the opposition of the United States. 

It is already evident that, before the United States Government can proceed 
much further in its efforts to alleviate the situation and help start the European 
world on its way to recovery, there must be some agreement among the countries 
of Europe as to the requirements of the situation and the part those countries 
themselves will take in order to give proper effect to whatever action might be 
undertaken by this Government. It would be neither fitting nor efficacious for 
this Government to undertake to draw up unilaterally a program designed to 
place Europe on its feet economically. This is the business of the Europeans. 
The initiative, I think, must come from Europe. The role of this country should 
consist of friendly aid in the drafting of a European program and of later support 
of such a program so far as it may be practical for us to do so. The program 
should be a joint one, agreed to by a number of, if not all, European nations. 

An essential part of any successful action on the part of the United States 
is an understanding on the part of the people of America of the character of the 
problem and the remedies to be applied. Political passion and prejudice should 
have no part. With foresight, and a willingness on the part of our people to 
face up to the vast responsibility which history has clearly placed upon our 
country, the difficulties I have outlined can and will be overcome. 


OPERATION OF MARSHALL PLAN 


Mr. Dron. A substantial part of the Marshall plan funds were 
in grants, of course. 

Senator Eritenver. Certainly. That came after our administrators 
decided to change from the real Marshall plan to the giveaway pro- 

ram, as I call it. That is where we made the greatest mistake that 
as ever been made because we have made those people entirely de- 
pendent upon us. 

That is why today, in my humble opinion, the program envisaged 
by General Marshall has not been as effective as it could have been. 

I find it very queer that the administration up to now has never 
called on General Marshall to come in and give his views on what 
should be done under the present circumstances. 

Mr. Ditton. This Development Loan Fund was, of course, created 
last year to put more emphasis on loans. 

Senator Extenver. Exactly. That is what General Marshall said 
he wanted. That is what General Marshall said should be done. It 
appears that we are late in finding this out, particularly after we have 
already spent approximately $60 billion. 

Senator Sautonstaru. Mr. Dillon, are there not two differences? 
Perhaps you have brought them out but I would like to emphasize 
them. In the Marshall plan it was a question of re-creating and 
reestablishing industries that already existed, and, secondly, to create 
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dollar balances which were utterly lacking whereas this Development 
Fund is to create new industries with which we can trade and let them 
build up their own dollar balances through the Development Fund, 
whereas the Marshall plan was to reestablish industries that had 
been knocked out by the war and to permit them also to have dollar 
balances. I think that is an accurate description. Is that not an 
accurate statement of the differences between the funds? 

Mr. Ditton. That is correct. 

Senator Extenper. Mr. Chairman, I am not arguing about the 
technical differences between what General Marshall proposed and 
the Development Loan Fund. 

The point I am trying to emphasize is that the administration’s 
request for a Development Loan Fund is exactly what was advocated 
by General Marshall 10 years ago. 

I can well remember that he emphasized that point. 

Senator SatronsTa.u. I agree with that. It was grants instead of 
Joans. 

Senator ELtitenper. No, General Marshall never advocated grants, 
but loans, as soon as the economies were restored. 

Senator Satronstatu. That is right. 


TRADE BARRIERS AND CURRENCY RESTRICTIONS 


Senator Rosertson. Mr. Chairman, in that connection I am sure 
that the members of this committee will remember that oft repeated 
statement of Paul Hoffman that unless they could break down barriers 
to trade and currency restrictions among the recipients nations we 
could not give them enough money to really make them where they 
wanted to be and where we wanted to see them. 

He spoke of centering his efforts, but we have not gotten anywhere 
with that. We have a halfway trade agreement now. 

France seems to be running out on it. 

Mr. Ditxon. If you are referring to the Common Market, the Euro- 
pean economic committee, I think they have had some difficulties with 
that, but I think they will resolve that in the very near future. 

Senator Rozrerrson. They have more tariffs against them than we 
imposed overall against them. Yet they holler about high tariffs. 
They have tariffs, quotas, and also there is ne real convertibility of 
currency that is so essential in a big trading area. 

Paul Hoffman, time after time, stressed that was the sine quo nom 
of a successful program over there. 


SUCCESS IN QUOTA REDUCTIONS AGAINST DOLLAR IMPORTS 


Mr. Ditton. The records will show, I think, that we have had con- 
siderable success, or there has been considerable success in reducing 
quotas against dollar imports throughout Europe in the last few 
years. 

One exception to that on account of balance payments difficulties 
at the moment is France. We hope that as soon as that situation 
changes on the balance of payments, that she will again go forward 
as she has said she would do and get rid of these quotas, but with other 
countries we have had very considerable success. 
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Senator E.tenper. Of course, you should not be surprised. With 
all of the money we have poured into those countries you are bound 
to get some success. 

Mr. Dillion, I can well remember that when Mr. Hoffman, ap- 
peared before this committee requesting funds for the third fiscal 
year’s requirements, he said, that this program could be accomplished 
in 5 years by making expenditures of about 17 to 18 billion dollars, 
we could get the industrial capacity of Europe to the point where 
it would be about 125 percent of prewar and then we could pull out. 

But, notwithstanding the fact that it is now about 168 percent of 
prewar, we are still assisting in one way or another. 

It seems to me that what I call the miserable failure relates to the 

ast, and it should serve as a warning to when we attempt to aid the 
faa developed countries, which presents a situation altogether dif- 
ferent from what existed in Western Europe. 


EXPENDITURES UNDER MARSHALL PLAN 


Mr. Ditton. Of course, the result of Marshall plan was that we 
spent only 13 or 14 billion dollars and when we ceased in Europe, 
their economic recovery was complete and they carried on economi- 
cally by themselves. 

Senator E,tenpver. Now, Mr. Dillon, how can you say that? In 
1953 we commenced a $3 billion offshore procurement program. Is 
that not economic aid? 

Tn addition we are continuing to supply France with 44 percent of 
her requirements in hardware for her army. And where is that army 
now? In north Africa. 

Mr. Ditton. What I was going to add, Senator, was that since the 
date of the Marshall plan the Russians become much more aggres- 
Sive, it was necessary to set up NATO, we had the Korean war, and 
we had to greatly increase the armaments of Europe, which is a new 
requirement. We had to help them buy some of their arms. 

Senator Ettenner. What caused Russia to become more aggressive? 

Mr. Ditton. That, I don’t know. Maybe you people know. 

Senator Eitenpver. No, I do not. 

But, do you expect Russia to keep still if we build bases around her? 

Remember, I voted for all of this. I have never reneged on a vote 
necessary for our protection. When I was told by our advisers that 
the funds were necessary, the senior Senator from Louisiana proceeded 
to vote that way. 

RUSSIAN AGGRESSION 


Mr. Ditton. I think it is quite different because the history of the 
Russians has been one of breaking treaties and of conducting offensive 
operations, whereas in our history I don’t think that has been the case 
at all. 

Senator ELtenpER. You mean under the present regime ? 

Mr. Ditton. Fora long time past. 

Senator EL.tenper. You mean under the czars, also. 

Mr. Driton. Yes, and under the present regime also they moved 
into North Korea; they moved into Estonia, Lithuania, Latvia; they 
moved into Poland. 

Senator Er.renper. Those countries were part of Russia at one time, 
the same as Texas and Arizona were parts of Mexico at one time. 
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Mr. Dition. Yes, but they were independent countries for about 
20 years until the Russians took them over by force. 

Senator ELtenper. That is true, but, as I said, they were a part of 
Russia at one time. 

The point I am trying to make, and, please, do not misunderstand 
me. I am not defending the Russians for what they have done but 
I would not expect the Russians or any other peoples to remain silent 
when we ring their countries with airbases. 


STATEMENT OF GENERAL MARSHALL 


Mr. Chairman, the clerk just furnished me with a copy of the Con- 
gressional Record of June 6, 1958, so I would like to return to Gen- 
eral Marshall’s statement concerning the Marshall plan, and I quote: 


It is logical the United States should do whatever it is able to do to assist in 
the return of normal economic health in the world without which there can be 
no political stability and no assured peace. 

Our policies are directed not against any country or doctrine, but against 
hunger, poverty, desperation, and chaos. Its purpose should be the revival of 
a working economy in the world so as to permit the emergence of social 
and political conditions in which free institutions can exist. 

Such assistance, I am convinced, must not be on a piecemeal basis as various 
crises develop. Any assistance that this Government may render in the future 
should provide a cure rather than a mere palliative. It would be neither fitting 
nor efficacious for this Government to undertake to draw up unilaterally a pro- 
gram designed to place Europe on its feet economically. 

This is the business of the Europeans. The initiative I think must come from 
Europe. 


And further quoting from General Marshall: 


Loans should be made to cover imports of capital equipment and raw ma- 
terials which will directly produce the means of repayment and where such re- 
payment can reasonably be expected. 

At the same time every encouragement should be given tv earn an initiation 
of private financing so as to eliminate as far as possible the necessity for direct 
assistance from the United States Government. 


Mr. Chairman, I ask leave, to place other statements in the record, 
at this point. 


Chairman Haypen. That may be done. 
(The statements referred to follow :) 


STATEMENT OF SENATOR ELLENDER MADE DuRING FoREIGN AID DEBATE ON SENATE 
FLooR ON JUNE 6, 1958 


(Appearing on pp. 9356-57 of Congressional Record dated June 6, 1958) 


Mr. President, I have no apologies to make for the vote I cast in favor of that 
original program. If I had it to do over, I would vote for it again, because its 
original concept made sense. 

it was to assist our friends across the seas who had been hurt by a most 
cruel war. 

What did General Marshall say about what was to become known as the 
Marshall plan? 

In discussing the plight in which Europe found itself at that time, General 
Marshall said: 

“It is logical that the United States should do whatever it is able to do to 
assist in the return of normal economic health in the world, without which there 
can be no political stability and no assured peace. Our policy is directed not 
against any country or doctrine, but against hunger, poverty, desperation, and 
chaos. 

“Tts purpose should be the revival of a working economy in the world so as to 
permit the emergence of social and political conditions in which free institutions 
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can exist. Such assistance, I am convinced, must not be on a piecemeal basis as 
various crises develop. Any assistance that this Government may render in the 
future should provide a cure rather than a mere palliative.” 

General Marshall continued : 

“It would be neither fitting nor efficacious for this Government to undertake to 
draw up unilaterally a program designed to place Europe on its feet economical- 
ly. This is the business of the Europeans. The initiative, I think, must come 
from Europe.” 


That is what General Marshall had in mind. That is what I had in mind 
when I voted for the original Marshall plan. 

Let me also quote from General Marshall’s statement before the Senate Com- 
mittee on Foreign Relations and the House Committee on Foreign Affairs. He 
said: “Loans should be made to cover,” remember, he said loans. 

“Loans should be made to cover imports of capital equipment and raw mate- 
rials which will directly produce the means of repayment and where such repay- 
ment can reasonably be expected. At the same time every encouragement should 
be given to early initiation of private financing so as to eliminate as far as pos- 
sible the necessity for direct assistance from the United States Government.” 

That was General Marshall speaking. He said further: 

“It is obvious that the basic responsibility for European recovery rests on 
the European countries themselves.” 

Again, that was General Marshall speaking. 

“However, this Government must have assurance that the aid it provides is 
effectively utilized for the achievement of European recovery as rapidly as 

ssible.” 
wae President, there was little difficulty in securing congressional approval of 
such a program. Nor was there much objection on the part of the people of the 
United States in undertaking a program of that character. But it was not long 
before the principles enunciated by General Marshall were simply neglected. 
His advice was not followed. We proceeded on a program that has deviated 
entirely from the proposals I have just read. 

Mr. President, what was the objective of the Marshall plan? I repeat: 

“The objective of the European recovery program submitted for your con- 
sideration is to achieve lasting economic recovery for Western Europe; recovery 
in the sense that after our aid has terminated, the European countries will be 
able to maintain themselves by their own efforts on a sound economic basis.” 

Again, that was General Marshall speaking, this time before the Senate Com- 
mittee on Foreign Relations, January 8, 1948. But, Mr. President, through 
December of 1957 we have spent more than $50 billion on aid programs. The 
Marshall plan was t» last not over 5 years, and the amount we were to spend 
was not to exceed from $15.1 billion to $17.8 billion. 

Again, I quote the author of that program, reading from pag 6 of the hearings 
before the Committee on Foreign Relations, United States Senate, under date of 
January 8. What did General Marshall say? 

“The total estimated cost of the program is now put at somewhere between 
$15.1 billion and $17.8 billion. But this will depend on developments each year, 
the progress made, and unforeseeable variations in the weather as it affects crops. 
The overall cost is not capable of precise determination so far in advance.” 


STATEMENTS OF Mr. HOFFMAN 


Senator Exienper. T also ask permission, Mr. Chairman, to put in 
the record at this point the statements of Mr. Hoffman that I quoted 


a while ago and on the Senate floor during the recent debate on the 
foreign aid bill. 


Chairman Haypen. That may be done. 
(The statements referred to follows :) 


STATEMENT OF SENATOR ELLENDER MADE DURING FOREIGN AID DEBATE ON SENATE 
FiLoor ON J. UNE 6. 1958 


(Appears on p. 9358 of Congressional Record date June 6, 1958) 


Mr. President, let us see what the first Administrator of this program, Mr. Paul 
Hoffman, had to say about it. Appearing before the Senate Committee on Ap- 


propriations on June 8, 1949—I was there when he testified—Mr, Hoffman said, 
as is found on page 35 of the hearings: 








— 
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— 

“T would like to make one final point. It may at first glance seem paradoxical, 
but I look upon the European recovery program as our best hope for bringing 
Government spending down to a point where taxes will not be so oppressive, to 
a level at which our free economy is not endangered.” 

Now listen to this: 

“T say this because I see no way in which our tax burden can be reduced sub- 
stantially unless the threat of war and the consequent necessity for maintaining 
an abnormal Military Establishment is reduced. This economy cannot go on in- 
definitely spending $15 billion or more a year for military defense. 

“The surest way I know of to reduce the danger of war so that we may reduce 
our Military Establishment is to carry on the recovery program to the point where 
a free and self-sustaining and unified Europe is able to play its full role in cooper- 
ation with the United States the peace and prosperity of the world.” 

That was what Mr. Hoffman said when ECA came before us for their third 
year’s appropriation. 

Let me point up what Mr. Hoffman stated was the goal at that time. 

Senator Cordon asked: 

“Now, Mr. Hoffman, let us assume success at the end of 1952. Let us assume 


that your target, which I believe is 130 percent of prewar production, has been 
achieved at that time.” 


And Mr. Hoffman answered: 
“T think the goal is a little less than that. I think it is about 125 percent, 
Senator.” 


In other words, Mr. Hoffman indicated that the moment the industrial capacity 


of Europe could be increased by 25 percent above prewar levels the goal would 
be reached and we could move out. 


We reached that goal at the end of the third year: yet we have kept the pro- 
gram going until the industrial capacity of Europe today averages in excess of 
168 percent of prewar capacity. 

Mr. President, with all that aid, with all the prosperity which we have brought 
to the countries of Western Europe in the hope, as Mr. Hoffman said, that they 
would assist us in our quest for peace, they have not done so. I say to the 
Senate that today at the end of the 10th year of the so-called Marshall aid pro- 
gram, conditions are worse insofar as our relations with our ultimate enemy, 
Russia, are concerned, than at any time in the past 10 years. It looks as though 


the more money we spend and give away to our friends the worse conditions 
become. 


STATUS OF LOAN APPLICATION 


Senator Porrer. Mr. Chairman, may I ask a question at this point 
while we are discussing the Development Loan Fund? 

Chairman Haypen. Certainly. 

Senator Porrer. I wonder, Mr. Dillon, if you can supply me with 
information on the status of the American Liberian Enterprises, 
which is a corporation in Detroit which applied for a loan of about 
$22,000. It met all the requirements, I understand, of the Develop- 


ment Loan Fund and to me it was one of the type of loans that should 
be made from all standpoints. 


I do not care for the information now, but if I could get that infor- 
mation later, I shall be very happy to get it. 
Mr. Ditton. We shall be happy to give it to you in detail. 


(The information referred to, being classified, was submitted to 
the committee. ) 


ANNUAL LEVEL OF UNITED STATES FINANCING 


Chairman Haypen. You may proceed, Mr. Dillon. 
Mr. Drtxon. In fiscal year 1957, before the creation of the fund, 
the annual level of United States financing for development pur- 


poses—from both section 201 and the old broader category of defense 
support—was about $400 million. 
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Thus, the fiscal year 1958 appropriation for the Development Loan 
Fund actually represented a 25-percent reduction from the fiscal year 
1957 level of development financing. This was presumably based on 
the fact that the fund was a new instrument and that a period of time 
would be required for it to get underway. 

This proved to be the case. The fund did not really commence 
operations until around the first of the year and its first loan was ap- 
proved around the first of February. 


UTILIZATION OF FUNDS 


Since then we have either committed or earmarked for specific proj- 
ects all of the funds resources except for about $33 million. The only 
reason this $33 million is not also committed is that we felt it prudent 
to await the action of the Congress of the 1959 request before utilizing 
all of our funds. 

Thus we have operated for the past 6 months at an annual rate of 
about $600 million. The appropriation voted by the House would 
force a reduction of 50 percent in this rate and would also put us below 
the wholly inadequate level which obtained before the fund came into 
existence. 

And this, despite the fact that everything in the international situa- 
tion and in the fund’s record to date argues that we should be moving 
at last to meet the need for increased development financing which 
moved the Congress to set up the fund in the first place. 


BATTLEFIELD OF COLD WAR 


The urgency of that need is growing steadily in terms of the United 
States national interest. It has become increasingly clear that the less 
developed areas are to be the critical battlefield in the cold war. 

The Soviets are moving into that battlefield with increasing vigor. 
The scale of their economic offensive has mounted, during the past 3 
years they have extended selective nonmilitary credit and grant aid 
totaling over $1.7 billion. Their programs of political subversion have 
increased apace. 

Senator Exitenper. Can you give us a breakdown of that, Mr. 
Dillon ? 

Mr. Ditton. Yes, sir; I was going to call your attention to this book- 
let which we published in the State Department and which have been 
furnished to all the members of the committee. I think you probably 
have one in your office, Senator. It is a complete breakdown of their 
economic activities through last February. 

Senator ELtenper. Was there anything before that time? 

Mr. Ditton. I said through last February from the earlier date. 

Senator Exrenper. In other words, from the early days up to when ? 

Mr. Ditton. Last February. Pris 

SOVIET LOAN ACTIVITY 


Senator ELtenper. The Soviets have spent $1.7 billion ? 

Mr. Ditton. Yes, sir. 

Senator Ettenver. Through loans? 

Mr. Ditton. Yes, sir; mostly through loans, in fact, almost entirely. 
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The Chinese Communists have made some grants. 

Senator Ex.tenper. But the Soviets have done it mostly through 
loans ? 

Mr. Ditton. That is correct. I think it is also interesting to call 
this committee’s attention to the fact the New York Times, in a very 
complete survey by all its reporters around the world, which came out 
in the New York Times of yesterday, came to the same conclusion 
that this Soviet economic offensive was moving ahead and was a very 
important element. 

Senator ELLenper. Ours has been moving for the past 10 years and 
we have spent in the neighborhood of almost $60 billion in contrast 
to Russia’s $1.7 billion made on a loan basis. 

Mr. Ditton. That is not a straight comparison, Senator, because 
this only includes in the first place their economic aid and their eco- 
nomic aid to the less developed countries. 

It does not include their military aid to their own satellites or their 
own allies, or North Korea, which is very substantial. 

Senator ELienper. Could you furnish those figures for the record ? 

Mr. Ditton. We do not know what those figures are. 

Senator Dirksen. Mr. Dillon, I wonder if we could depart from 
your prepared statement for a little and just get a package of informa- 
tion here and have Mr. McIntosh put in on it as we go along, or any- 
one else. I think Mr. McIntosh is the active manager of this loan 
fund, is he not? 

Mr. Ditton. That is correct, 


BACKGROUND OF ACTIVE MANAGER 


Senator Dirxsen. I assume from the biographical data that you 
have submitted to the House, Mr. McIntosh, that you have had long 
experience, over 35 years, in the financial field with one company or 
another, and therefore you are no amateur in this field. Is that 
correct ? 

Mr. McIntosu. I have had long experience in foreign trade, not 
strictly in banking. 

Senator Dirksen. Banking had to be an incident of foreign trade? 

Mr. McIntosn. Yes. I was employed by a bank in Pittsburgh and 
by a bank in New York, but my experience basically has been foreign 
trade. 

Senator Dirksen. Then you have had experience in government. 
Could you in a sense recite that here for the record ? 

Mr. McInrosu. Yes, I was vice president and director of American 
Steel Export Co., Inc., a large export house in New York, for about 
25 years. For that company I traveled and worked over much of the 
world. For 10 years I was president and director of Philco Inter- 
national Corp. We did a very large foreign business and operated 
many plants abroad. 

Then in 1953 I was appointed Ambassador to Uruguay, and re- 
mained there until 1956 when I was transferred to Venezuela as 
Ambassador to that country. Then I assumed the position of Manager 
of the Development Loan Fund on the 3d of January of this year. 

Senator Dirksen. So you have had foreign service, you have 
traveled over a good deal of the world, you have had financial ex- 
perience ? 
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Mr. McInvosu. Yes, sir. 

Senator Dirksen. You have had long trade experience, and one 
might gather from 40 years of that that you are rather practiced in 
this field in that this matter is not in the hands of an amateur. 

Mr. McInrosn. I appreciate you saying that, Senator. I am an 
experienced businessman, at least. 

Senator Drr«sen. I believe that the Congress will be comforted 
somewhat by the fact that they know that the administration of this 
money is in rather competent hands. I gather from your experience 
that you are a rather competent person. I want that to show in the 
record. If you were not, I would say as much on the other side. 

Now I would like to package up a little information so that we can 
refer to it as we go along. 


LOAN COMMITTEE SUPERSEDED BY BOARD OF DIRECTORS 


In addition to your stewardship, you have an Advisory Board that 
passes upon loans, consults. Can you give us the composition of that 
Board up to this point ? 

Mr. McIntosn. Yes, sir. 

Until the Fund was incorporated last week, we had a Loan Com- 
mittee which approved all loans. That Committee consisted of Mr. 
Dillon as Chairman, Mr. James Smith, the Director of ICA, and Mr. 
Samuel Waugh, President of the Export-Import Bank. They have 
approved all ‘the loans which we have committed ourselves to. 

Since last week when we were incorporated, that Loan Committee 
has been superseded by a Board of Directors which consists of those 
three men, with Mr. Dillon continuing as Chairman, plus the addi- 
tion of Mr. Thomas Coughran, Assistant Secretary of the Treasury, 
and myself, making up the Board of five members. 

Senator Dirksen. So we have a Board whom you consult and who 
— upon the loans, who are also skilled in the financial field and 
old responsible positions in Government even at the present time? 

Mr. McInrtosn. Yes, sir. 

Then, in addition, I think we have a small but capable staff. Mr. 
Perry has been acting as Deputy Manager and has given me a great 
deal of assistance in the daily operation of the F und, and as of ‘July 
1 we added Mr. Robert Menapace as Director of Finance. Mr. Mena- 
pace has been vice president of the Guaranty Trust Co. for many 
years and has had wide experience in foreign banking. I think he 
will be of great help to us. 


CRITERIA IN DEVELOPMENT LOANS 


Senator Dirksen. When we speak of undeveloped loans to under- 
developed countries, can you cite for the record whether there is a 
limit as to the number of countries to whom these loans would be 
available ? 

I gather from some of the data that there are certain countries 
which would be eligible; other countries would not. Now, in number 
and generally the countries, I think the record ought to show what 
countries would be eligible for these loans. 

Mr. McIntosu. Yes, sir. One of the principal criteria set out for 
us by the Congress was that the Development Loan Fund should make 
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loans in underdeveloped countries. I do not particularly like that 
expression “underdeveloped.” I think it could be called less devel- 
oped or less industrialized. 

The determination of those countries was left to us. We have con- 
sidered that practically all the countries in the Far East are under- 
developed. 

Senator Dirksen. Does that include Japan? 

(Discussion off the record.) 


TOTAL UNDEVELOPED COUNTRIES 


Senator Dirksen. So, in round numbers, you would say how many 
countries ? 

Mr. McInvosu. I would say we consider about between 50 and 60 
countries in the world as underdeveloped. Now we have made or 
approved loans to Honduras, India, Pakistan, Ceylon, Israel, Taiwan 
or Formosa, Turkey, Greece, Thailand, Iran, Korea. Those are the 
principal countries. 

We have before our Committee now, before our Board, loan applica- 
tions from Brazil, Spain, and Malaya. We have not as yet made any 
loans in a number of underdeveloped countries to which we are giving 
serious consideration to loan applications. 

Senator Dirksen. Do you formally classify your loans as to types, 
industrial loans, and improvement loans for roads, dams, bridges, and 
so forth ? 

Do you generally carry some kind of classification ? 

Mr. McIntosn. Yes, sir. About 40 percent of the applications we 
have received represent loans to private enterprise and about 60 per- 
cent are loan applications from the public sector. 

We are considering loans for projects such as roads, electrification, 
irrigation dams, industrial plants such as fertilizer fact tories, cement 
factories, improvement and rehabilitation of railways. 

Senator Drrxsen. So generally that classification would hold 
reasonably good ? 

Mr. McInrost. Yes. 

Senator Dirksen. Industrial loans mainly to private enterprise, im- 
provement loans to foreign governments ? 

Mr. McInrosu. Thatis true in general, Senator. 


LOAN LIMITATIONS 


Senator Dirksen. What is the limit on your loan to any country? 

Mr. McInrosu. We have no limit fixed by the Congress. The 
largest loan we have made has been $75 million to India, which consists 
of 2 loans, 1 of $40 million and 1 of $35 million. These loans were 
made covering material for railways, components for trucks, buses, and 
jeeps and equipment for cement and jute factories. 

Senator Dirksen. Would the legal limit on any amount to be loaned 
any country be advisable in your judgment or not, or do you think it 
would impair your flexibility ? 

Mr. McInvosn. I think it would be preferable not to have a limit, 
but I would not be personally opposed to a limit per loan of $75 million. 
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Senator Dmxsen. But you do have in mind all the circumstances 
in determining how much you loan any country ? 
Mr. McIntosu. Yes, sir. 


DURATION OF LOANS 


Senator Dirksen. What is the maximum duration of the loan? 

Mr. McInrosn. The maximum duration can be 40 years. 

Senator Dirksen. What is your experience ? 

Mr. McInrosu. The longest term loan we have approved, I be- 
lieve has been 35 years. I think in general we should make loans for 
from 10 to 15 years. 

Senator Dirksen. What is your average? 

Mr. McInrosn. The average is probably about 16 years. 


INTEREST RATES 


Senator Dirksen. Does the interest rate differ in different types of 
loans ? 

Mr. McIntosn. Yes, sir. We divided our loans into two categories. 
Loans for what might be called economic-overhead type of projects 
such as roads, railroads, irrigation dams. 

Senator Dirksen. Improvement Joans? 

Mr. McIntosu. Yes, sir. On those loans our interest rate is 314 
percent. On profit-earning types of projects, our interest rate is the 
same as the interest rate of the Export-Import Bank, which is at 
present about 514 percent. 

Senator Dirksen. Do you run into difficulty in justifying that dif- 
ference in interest rate? 

Mr. McInrosu. No; I think the reasons for that difference are 
recognized. 

REPAYMENT EXPERIENCE ON “SOFT LOANS” 


Senator Diesen. I have to ask Mr. Dillon one question at this 

oint. 

I see the House belabored you a good deal about that term “soft 
loans.” They evidently were proceeding on the theory that these 
were soft loans as distinguished from business-type loans. I could 
not quite tell from some of the testimony what they were quite try- 
ing to get at. But it does bring up this question: If it were a soft 
loan, perhaps our anticipation of repayment might be somewhat less 
than it would be in the case of what would be characterized as a 
sound Joan. 

Now, thus far, and your experience of course is limited as yet, what 
has been your repayment experience on these loans? 

Mr. Ditton. None of them has come due yet, but I think they will 
be repaid. There has been a lot of misunderstanding about this and 
some loose talk about it. The difference between the loans made by 
this Development Loan Fund and those made by either the World 
Bank or the Export-Import Bank is that in the majority of enses 
our loans are repayable in the local currency of the country involved 
and not in dollars. 

The procedures by which the loans are negotiated. care in looking 
into them and following them, are exactly the same with our loan fund 
as they are with the Export-Import Bank or the World Bank. In 
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fact, we often make use of Export-Import Bank engineers and per- 
sonnel to help us. 

In that connection, I think the record should show that Mr. Cough- 
ran, this new director, who is the Assistant Secretary of the Treasury, 
is the American executive director of the World ank, which gives 
us a close tie-in with the World Bank. 


ADMINISTRATIVE WORK IN CONNECTION WITH LOANS 


Senator Dirksen. Mr. Dillon, at that point, could you answer this 
question: In administering these loans, you do not build up a big staff, 
but rely on the force of the Export-Import Bank and ICA? That 
would include monitoring, supervision, collections, and so forth ? 

Mr. Ditton. That is correct. 

= ator Dirksen. So mainly, of course, your function under this 

am is to make loans after looking into the matter thoroughly 
ind et them do the administrative work ! 

Mr. Ditton. That is correct. 

Senator Dirksen. Now that presupposes this question: Coares 
has so frequently in domestic law provided that a person could 
a loan if money was not available from other sources at a reasona Te 
rate of interest. 

Now, to what extent does that enter into your operation, if it is 
likely that a loan could be obtained from the Export-Import Bank 
or the World Bank or some other source, would you then reject a loan 
application ¢ 

Mr. Ditton That is in the law, which says that we should not com- 
pete with other lending institutions. What we do in practice is that 
all our loans are referred to the Export-Import Bank and to the 
World Bank for checking to be sure that they are not interested 
in them. 

We also make a study of our own as well as we can to be sure that 
there are no private interests that would be interested in doing the 
same thing, and only after we find out that funds are apparently not 
available elsewhere, do we consider a loan. 

Senator Dir«sen. Is that true of every loan application, that it is 
referred ? 

Mr. Drit0on. Now, in certain places we do not actually go through 
that on every loan because there are certain countries where the Ex- 
port-Import Bank and the World Bank have stated as a blanket mat- 
ter of policy they are not at present prepared to loan any money at all. 
So we know in those cases that they are not able, so we go right at 
it, ourselves. 

SECURITY FOR LOANS 


Senator Dirrxsen. Now, two questions at that point. The first one 
is, what about security for the loan? Do you ask for security or 
do you proceed on the theory that a loan, properly oriented, of itself, 
has a chance of being paid back and you take a chance on the character 
of the country to pay it back? 

Mr. Drrton. Most of them are the latter case, because we do not 
feel that the idea of a governmental organization having a mortgage 
and trying to take over a piece of property in another country would 
work. 








34 MUTUAL SECURITY APPROPRIATIONS, 1959 


Senator Dirksen. You take no liens of any kind? 

Mr. Dixon. No. 

Senator Dirksen. What happens to the local currency which would 
come back for repayment of the loan? Is that true both as to principal 
and interest that they can be repaid in local currency ? 

In other words, we make a loan to India, she can pay off in rupees, 
both principal and interest / 

Mr. Ditton. Yes. 

Senator Dirksen. What happens to the rupees that we receive ? 

Mr. Ditton. They belong to the Development Loan Fund, they 
belong to the United States Government, but according to the law 
they go into the Development Loan Fund account and are available 
for such use as the Fund wants to make of them. It can either sell 
them to the Treasury if there was need for them for other United 
States purposes, or we could relend them, reuse them. 

Senator Dirksen. If you accepted rupees, you would have to reloan 
them in India? 

Mr. Ditton. Or spend them there. 

Senator Dirksen. Unless there was convertibility somewhere? 

Mr. Ditton. That is correct. 

Senator Dirksen. You have had no experience in that field yet be- 
cause it has been reasonably new # 

Mr. Ditton. That is right. 


PROJECT ENGINEERING 


Senator Dirksen. What about the engineering on these projects, 
improvement projects, industrial projects, and the like, where loans 
are made ? 

Mr. Dixon. For that purpose we have a very smi all staff. We just 
hired an engineering consultant, but aside from that we use primarily 
the Export-Import Bank engineers, ICA engineers, and also the 
private engineers. 

There h:ve been a great number of these projects that have had 
extensive engineering surveys made by private engine ring firms. 
That is one of the reasons that we are asking for what m igh t otherwise 
appear to be a large sum for sdminiete ative expenses, which we think 
is very important, because the cut that was made in that sum in the 
House would not really affect the size of the establishment, which is 
very small, but would just affect our ability to obtain engineering 
advice on the Proj cts th at we go ahe: ad with and we would have to 
go ahead with them with inadequate engineering advice. So we feel 
it is very ‘eta that that be rectified. 


CRITERIA IN MAKING LOANS 


Senator Dir KSEN. Is there some standard criteria to gove rn and in- 
dicate the making of a loan when an application comes in? Is it the 
criteria today can 1 be set out, 1, 2 2, 3, 4, or is it the whole general pattern 
you look at? 
~ Mr. Ditton. There are certain definite criteria in the law which have 
to be followed. Aside from that, it is the general package. The 
criteria in the law provide that (1) the proposed activity must con- 
tribute to economic growth in one of the less developed friendly coun- 
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tries; (2) it must be economically sound and technically feasible; (3) 
financing must not be available on other free world sources on rea- 
sonable terms; (4) there must be reasonable prospect for repayment; 
and (5) the proposal must be one which will assist free peoples and the 
country involved must not be engaged in shipments prescribed by the 
Battle Act. Those are the legal things. The rest of it is just general. 

Senator Dirksen. In keeping your books on loans, do you go back 
and find out all the sums that were made available for loans for past 
years and consolidate them and bring them up to date, or are we oper- 
ating in a separate cubicle with respect to these? 

Mr Ditton. The Development Loan Fund is a separate cubicle. It 
has only its own funds. 

Senator Dirksen. I noticed there were some consolidated state- 
ments in the House hearings indicating total loans, total repayments, 
over a period of time. Those were other categories of loans, and not 
DLF loans? 

Mr. Ditton. That is correct. 


OPERATING CAPITAL 


Senator Dirksen. Now, you had initially how much capital to 
operate with ? 

Mr. Ditton. $300 million. 

Senator Dirksen. And you ask under the authority in the organiza- 
tion act for $625 million ? 

Mr. Ditton. That is what was authorized last year. So we asked 
for the appropriation of that this year. 

Senator Dirxsen. That would have given you a total of $925 
millon ¢ 

Mr. Ditton. For the 2 years; yes, sir. 

Senator Dirksen. Now. actually because we were delayed in the 
appropriations last year, this program did not get underway until 
January of this year, is that correct ? 

Mr. Ditton. That is correct. 

Senator Dirksen. So you have had roughly about a 6-month op- 
erating period thus far ? 

Mr. Ditton. That is correct. 

Senator Dirksen. You had only $300 million in your capital bank, 
so to speak? 

Mr. Ditton. Yes. 

Senator Dirksen. Now then, what about a little statement here as 
to how you have administered the $300 million you had available? 


TOTAL APPLICATIONS RECEIVED 


First, let us start with this: How many applications did you re- 
ceive? Youcan bring that up to date if you like. 

Mr. Driton. We can give you that for the record. There were very 
many and they total more than $2 billion. 

Senator Dirksen. Is that as of now ? 

Mr. Ditton. Yes. 

Senator Dirksen. You can correct it later. 

Two billion dollars in applications from how many countries would 
you say ¢ 
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Mr. McInrosu. About 50 countries. The total applications received 
amount to nearly $3 billion. 

Senator Dirksen. That is the first question, the number of appli- 
cations received, to see what your potential business is going to be 
like. So, applications received up to now are $3 billion ? 

Mr. McIntosn. Approximately $3 billion, consisting of about $2.2 
billion which we have taken under consideration and between $700 
to $800 million which appeared to be obviously inappropriate for 
DLF financing from the outset. 

Mr. Ditton. There is one item in there which makes the thing very 
much larger. That is the fact that when we were considering the aid 
to India, they submitted to us practically their entire development 
plan with no idea that we would finance the whole thing, but just so 
we could choose from the things that seemed best suited for our financ- 
ing. So it depends on how much of that you include in the total. We 
generally have not included the whole amount. 

Senator Dirksen. Then let me ask at this point: Is this informa- 
tion classified? Is it confidential ? 

Mr. Ditton. Some of it is and some of it is not. We do not wish 
to have as public information the programs which we have earmarked, 
which have not yet been approved by the National Advisory Council, 
so that a country would hear about it and then if it did not work out, 
something happened, we would be sort of semicommitted and we 
would be in trouble. 

The part that we have actually signed up, or where we have told 
the country by letter of advice that such a loan would be available, 
that is not classified. The rest of it we classified as confidential. 


ANTICIPATED BUSINESS 


Senator Dirksen. The reason for the question is this: You know 
in the House report they made a special point of the fact that up to 
now you have only obligated $125 million. So we have to see what 
your potential business is in the days ahead. So you received $3 bil- 
lion in applications? 

Mr. Dion. Yes, sir. 

Senator Dirksen. Those are all on the initiative of the applicant 
countries, not on our initiative ? 

Mr. Ditton. That is correct. 

Senator Dirksen. Now, in what form could you submit that for 
the record and in how much detail, without embarrassment either to 
yourself or to the applicant country, so that we can get a reasonably 
good look at what is in that. package of $3 billion ? 

Mr. Ditton. You mean something that would not be classified ? 

Senator Dirksen. That is correct. 

Mr. Ditton. We will see how we can break that down. We will 
submit something. 

(The information referred to follows:) 
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DEVELOPMENT LOAN FUND 


Status of loan proposals submitted to the DLF as of June 30, 1958 


[Dollar amounts in thousands] 


Prop»sals on | Lettersofadvice| Loan agree- | tal 
hand | issued ments signed | 


Region and country 








| 
Num-| Amount |Num-| Amount |Num-| Amount \Num-| Amount 
ber ber ber ber | 
| j | j 
Africa and Europe: | | | | 
Ethicpia 1 1} $1, 000 
Liberia 4 4} 20, 481 
Libya I 1 | 5, 600 
Nigeria_. 5 | 5 | 12, 628 
Northern Rhodesia 2 2 8, 550 
Nyasaland 1 1 | 6, 580 
Somalia 1 1 | 3, 000 
Sorthern Rhodesia 2 2 6, 160 
Spain 53 53 | 213.024 
Srdan 1 1 10, 000 
Tanganyika 3 3 | 3, 130 
Tunisia I 1 | 2, 488 
Uganda 2 2 6, 700 
Yugoslavia. 19 19 | 130, 100 
Subtotal, Africa and Europe 96 429, 441 96 | 429,441 
Far East | 
Ind-nesia 4 15, 899 4 15, 800 
Korea 1] 54, 413 ll 54, 613 
Malava l 19, 849 1 10, 860 
Philinpines 1 2, 447 | 1 2, 447 
Taiwan 39 41.794 4 $6, 386 43 | 48, 180 
Thailand 7 39. N69 1 1, 750 8 | 4), 810 
Vietnam 5 64, 835 5 | 64, 835 
Subtotal, Far East 67 229, 499 5 8. 136 73 237, 545 
Latin America: 
Argentina 3 1, 605 3 1, 605 
Brazil 3 9, 478 3 9, 478 
Bolivia 2 7, 100 2 7, 100 
Chile } 17, 000 3 17, 1000 
Costa Rica l 1, 200 i | 1, 200 
Cuba l 100) l 400 
British Guiana 2 34, 000 2 34, 000 
Ecuador 2 3, 750 2 3, 750 
Haiti 1 100 1 |} 100 
Honduras f 8, a02 1 $5. 000 7 13, 902 
Nicaragua 2 11, 236 2 11, 236 
Paraguay 6 7, 068 1 2 500 7 9, 568 
Uruguay - -. 7 117, 600 7 117, 600 
Subtotal, Latin America 39 219, 439 1 2, 500 | 1 5, 000 41 226, 939 
Near East and South Asia 
Cevion 4 14, 119 1 1, 650 1 1, 600 6 7, 369 
Greece 3 45, 500 l 12. 000 |... 4] 57, 500 
India 15 326, 100 2 75. 000 17 401, 100 
Iran... 1 40, 000 l 40, 000 
Israel 1 15, 000 1 15, 000 
Jordan 4 7, 548 4 7. 548 
Nepal 1 1, 245 1 1, 245 
Pakistan 29 162, 887 l 4. 200 1 5, 500 31 72, 587 
Turkey 53 236, 385 ] 10, 000 54 246, 385 
Subtotal, Near East and south | 
Asia 109 794, 184 5 67, 850 5 97, 100 119 958, 734 
Total 312 |1, 672, 073 11 78, 486 6 102,100 | 329 | 1,852, 659 
Letters of advice pending 8 320 
Funds earmarked a : 5 | 39, 300 
No longer under consideration 73 | 305, 448 


Grand total, all proposals a tice ae ential 415 | 2,244, 787 
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POTENTIAL LOANS 


Senator Dmxsen. Now you have taken this whole sheaf and win- 
nowed it no doubt to see what the prospect is for some free loans which 
might be a billion or billion and a half or 2 billion dollars. Out of that 
whole amount, what do you think is in the package of potential loans, 


half of it? 


Mr. Ditton. I would say something of that nature; yes. 


TOTAL LOANS TO DATE 


Senator Dirksen. Now you have made how many loans up to date? 

Mr. Ditton. Up to date we have signed loan agreements, which 
technically constitute legal obligations, we have signed 5 with 5 dif- 
ferent countries amounting to $102 million. 

Senator Dirksen. What are they ? 

Mr. Ditton. Honduras, India, Ceylon, Israel, and Pakistan. 


AGREEMENTS AFFECTING REPAYMENT FUNDS 


Senator Knowtanp. Right at that point, Mr. Chairman, because 
it is in respect to a question previously touched on, on this rupee ac- 
count or whatever the local currency was, is there an agreement that 
the funds will not be used by the Development Loan Fund except with 
the approval of the countries involved, and if so, will that not give 
them a veto on the use of such funds? 

Because we have such agreements in the past on some of the coun- 
terpart funds, and I want to know how free these funds are from 
such agreements ? 

Mr. Ditton. It would be our policy not to try to use the fund out- 
side the country without discussing it—we have a provision in the con- 
tract and we will make that available to the committee what the pro- 
vision is. In general, it is freer than it has been in the past. 

Senator Dirksen. I think the committee would be interested to 
know just how free it is. 

Since the loans are being made in dollars but are repayable in local 
currency, it seems to me that we should be free from the restrictions 
which we had previously countenanced in some of the previous coun- 
terpart funds. 

Senator Roprrrson. Mr. Chairman, I appreciate my friend from 
Illinois yielding to me. I just want to make an observation about the 
type of testimony | think our committee ought to have. 

I can say without successful contradiction there is not an isolation- 
ist on this committee. All of us have been supporting a program of 
foreign aid. Some are more liberal than the others. But all of us 
have supported what is now recognized as a very liberal program 
because it adds up to $60 billion, and that is a heap of money. 

All of us are acutely aware of a threat from the military standpoint 
of the Soviet Union because we know the testimony on the House side, 
many of us are hearing current witnesses on that phase. 

We are facing up to a forty billion dollar appropriation for defense 
with the hope that we can stay the hand of the aggressor. Now we 
have been told this morning, Mr. Chairman, that of the cut of the 
House amounting to $597.500.000, the most vital and harmful cut was 


2OK 


$325 million of aid for the Loan Fund. 








MUTUAL SECURITY APPROPRIATIONS, 1959 39 


It has been testified that there are 50 or 60 underprivileged so-called 
countries that want help. The clerk of the committee tells me that 
we have a confidential, classified list of everybody that wants help, and 
that includes some that are not wider peldiionnt 


TYPE OF TESTIMONY NEEDED 


Now we want testimony about whether the administration is saying 
with the carryover plus enough to add up to a year and a half at the 
rate of $625 million, they presently are planning to lend money to 
countries that are 40, 50, or 60 percent better off financially than they 
were before the war, or whether they are going to concentrate on the 
so-called underdeveloped countries. 

Then on the underdeveloped countries, we want testimony about 
free trade. Are there trade barriers, are there currency barriers? Is 
there lack of trained leadership in one or more or all, that no matter 
how much money you put in there, it is not going to show any real 
results ? 

Now, we are told that if we fail to go ahead with this loan program, 
Russia is going to step in, Russia is going to gain the control of these 
countries. But we want to know two things: One is, if we continue 
to pour loan money in, will it result in a substantial increase in the 
standard of living, if that is what it takes to make people have liberty 
instead of slavery. 

Tf it is not because of reasons T mentioned, or other reasons, it is 
going to be anything but a temporary stopgap, how long will we have 
to continue this same type of handout under the same threat, “If we 
don’t do it, Russia will.” 

When we inquire into the policy, we are not isolationists, we are not 
demagogs ignoring the military threat. We want allies, we want 
safety, and we want some value for our foreign program. But we 
do feel that there was a breakdown in the original plan. : 

As Senator Ellender said, it was going to be a loan plan which 
turned into a giveaway plan, and there has never been very much ac- 
complished along the essential lines which Paul Hoffman early in the 
game said had to be done if they were going to stand on their own feet 
and not have to be constantly recipients from us, either on the talk 
of a dollar gap or else you do it or we will be forced, we hate to do it 
but we will be forced to go communistic. 

I am sorry I have to leave, but I have skipped through the Secre- 
tary’s statement, and I have been privileged to know him for a few 
years, but I want to say that we want to look into the policies be- 
cause it may be that through the International Bank, Export-Import 
Bank, the new plans that have been presented by Senator Mike Mon- 
roney on the new type of loan program, we will not have to put such 
a burden on our own taxpayers. 


MARSHALL PLAN BENEFITS 


There was a time when France and Great Britain were contem- 
plating who was to get what out of the Marshall plan and giving Ger- 
many only enough to feed the refugees who came in there, thinking 
they were making it tough for Germany, but that hardship put Ger- 
many on top of the pile so that her currency now is as strong as ours 
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and she is ahead of the economic program in Europe because she 
worked hers out of it while we were making the others soft. 

There we have a very glaring illustration how our well- designed pro- 
gram has not always worked out and it has certainly been a very 
expensive one. 

Some testimony along those general lines is needed by me before 
I vote on how much of the House cut I shall vote to restore. 

Senator Dirxsen. Mr. Dillon, I notice in the brochure that has been 
submitted in connection with this estimate that on page 89 there are 
2 charts, 1 of them is marked confidential. It shows X number of 
countries and the loan proposals on hand as of January 31, 1958. 


PUBLICATION OF LOAN DATA 


Now, Congress has been beset from time to time about keeping in- 
formation confidential that ought to be made public. Would that put 
the Fund or the State Department in an awkward position if it re- 
vealed some of that data that is marked confidential with respect to 
those countries ? 

Mr. Ditton. We have not felt that we wanted to give out the fig- 
ures of these proposals or requests of the countries before we had a 
chance to act on them for the reason I mentioned before, that it might 
embarrass the countries. One would see the other had a bigger 
amount and it would lead to competition. We are trying to get away 
from the idea of competition between individual countries and spread- 
ing it on a country basis instead of on a broad basis. 

Senator Dirksen. The reason for the question is simply this: How 
much information can be made available for this record by way of 
data on the loans already made? 

Secondly, on the prospective loans that you have winnowed out of 
this big pile and that might conceivably be made in fiscal 1959 if you 
had the money, whether or not some of that data can be included with- 
out embarrassment ? 

LETTERS OF ADVICE ISSUED 


Mr. Ditton. There is one other category of loans, Senator. 1 have 
mentioned the ones that are legally obligated through the signing of 
loan agreements, but we have also committed another $78 million 
through the issuance of letters of advice to the governments concerned, 
telling them that we are prepared to make loans and prepared to enter 
into the final negotiation of a loan agreement. That letter of advice 
contains all the significant details of the loans, such as what it is for. 
the terms, the terms of repayment, the interest rate. 

Senator Kwowranp. Can we have that information for the record? 

Mr. Dron. Yes, sir. It is a loan of $900,000 to Ceylon for high- 
way development; 3 loans to Taiwan, 1 for $214 million, 1 for $3.2 mil- 
lion, 1 for $386,000; a loan of $10 million to Turkey for an industrial 
development bank; a loan of $12 million to Greece for a fertilizer 
plant; another loan to Ceylon for $750,000 for a suburban railway; a 
loan to Pakistan for $4.2 million for an industrial development bank; 
$214 million to Paraguay for a road project; $1,750,000 to Thailand 
for the purchase of a dredge; $40 million to Tran for a whole group 
of development projects. 
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QUESTION OF NEED FOR SECRECY 


Senator Errenver. The point I want to make at this time is that 
you seem to desire to surround this loan fund with the same secrecy 
covering the distribution of other ICA funds. 

This committee was unable to furnish the public with information 
on funds given to the various countries until after it was done for fear 
that the countries would be vying with each other for funds. Now 
why should it be necessary to do the same thing for the loan fund if it 
is to be handled in a businesslike way ? 

Mr. Drrton. I do not think it would be. However. I think it would 
be normal businesslike procedure which is followed by the Exnport- 
Import Bank, by the other bank, that we do not want a lot of publicity 
about a lorn when you are in the middle of negotiating it. 

Senator ELienper. In the past ICA refused to turn the secrecy 
off because it feared that certain countries would be dissatisfied if 
they lesrned what their neighbors would receive. Is this not the 
same thing? 

Mr. Driton. Senator, we have no such plans because we operate 
on a project basis and we have these proposals that come in and we 
study them. Just as soon as we approve one of them, then it becomes 
free. 

Senator Exiienper. Would it be wrong for you to give us the 
names of the countries who are applying and the amount they have 
requested ? 

Mr. Dition. T think it may not be wrong. 

Senator E_tenper. As I say, we ought to have the whole amount. 

T can well understand that while you are negotiating you want it 
kept secret. 

Mr. Dritton. Sometimes we have certain difficulties such as this 
India thing, to know whether what has actually been submitted is a 
proposal or it is just to furnish information. 

Senator Drexsen. In making these loans, is it entirely cash or is 
it materials also? 

Mr. Ditton. The loans are made in cash. 


PURCHASE OF MATERIALS FROM LOANS 


Senator Dimrxsen. Are there any limitations on where they ob- 
tained materials? 

Mr. Dirton. No legal limitation: 

Senator Dirksen. Let us assume, for instance, this suburban rail- 
road in Ceylon. Obviously they have to have steel rails. Obviously 
they have to have tramcars. Now, is there a limitation which pro- 
vides that those must be purchased in the United States? 

Mr. Ditr9N. No, sir. 

Senator Dirksen. They would produce jobs here. Is there any 
inhibition in the law which would prevent the inclusion in the agree- 
ment of such a provision ? 

Mr. Ditton. I think there is no inhibition in the law. It has been 
a matter of policy that we try to make the maximum use of the funds 
that are available. We have talked with some of the borrowers and 
in anv wav we can we steer them toward American industry, when 
the prices are anywhere near competitive we do so. Otherwise, we 
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have operated on the basis of allowing them to purchase where the 
cost is cheapest and because of that, 1 think we get a great deal of 
credit from these 





PROVISION IN MUTUAL SECURITY PROGRAM 


Senator Dirksen. You see, on the mutual security program, a spe- 
cial point is made with respect to how much of the money involved is 
expended in the various States and what benefits they would derive 
in processing, fabrication, manufacturing and the jobs it would pro- 
duce. Certainly it would make the loan program easier if it could 
be said to the country that it will be translated in considerable part 
in terms of jobs back here through furnishing materials and supplies 
and so forth. 

Mr. Dion. One problem we get into there, Senator, is that there 
has been set up—and it does operate, as you know, with that objective 
specifically in mind—the Export-Import Bank. And if we went 
into the same sort of business of trying ostensibly to promote Ameri- 
can Exports, it would lead to considerable competition there. 

We have discussed that matter at some length with Mr. Waugh 
and the whole board of directors of the Export-Import Bank, and 
they are very much opposed to that sort of policy with the Develop- 
ment Loan Fund because they fear this competition with their own 
efforts to promote exports on a dollar repayable basis. 





USE OF LOANS FOR GUARANTIES 


Senator Dirksen. Are any of the funds to be made available to be 
used to make guaranties of any kind? 

Mr. Ditton. We have that authority. We have not used them 
for that yet. 

Senator Dirksen. Is there some likelihood it may be done? 

Mr. Ditton. I think it may. As of now, we have not had any 
requests that I know of. That would apply technically to private 
industry operating abroad. As of this date, I do not know of any 
request. 

enator Porter. What type of guaranties are you talking about? 

Senator Dirksen. Would it work similar to the guaranties that 
have been used before, that in return for a premium you guarantee 
to American enterprise that they can get out their funds, they can 
convert their depreciation reserves into ‘dollars and so forth? 

Mr. Dron. We can do anything in the way of guaranties. It is 
very free. But we feel if we make a broad guaranty of that nature, 
we would have to set aside 100 percent reserve against it because there 


would be no other way of really knowing what an adequate reserve 
was. 


POSITION OF TREASURY DEPARTMENT 


Mr. McIntosu. The Treasury has taken the position that we should 
set aside 100 percent reserve. if we are asked to issue you a guaranty 
of $5 million, we would have to set aside $5 million out of our Fund. 
In such cases, we feel it would become constructive to make a loan. 

In the case of ICA and their investment guaranty program, they 

use fractional reserve protection. 
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Senator Dirksen. What you are saying with respect to the Treas- 
ury is if you go to Ceylon and guarantee an American company that 
is building an industry plant that they will be able to get their money 
out, also their reserves for depreciation, and their dividends for their 
investors, that the full amount of the $5 million investment would 
have to be secured with a reserve? 

Mr. Ditton. No, sir; they can get that guaranty now from the ICA 
on a fractional basis. The difference is that if we guaranteed the ex- 
change rate, that they could get their money out at the same rate they 
put it in, then the Treasury would say you had to have the full reserve. 

Whereas, the ICA guaranty does not run to that. It just runs to 
the fact you get your money out at whatever the rate may be. 

Senator Dirksen. I have two other questions. 


IMPACT OF WAGE RATES ON LOAN REPAYMENTS 


Do you say in your agreement or do you say informally to a country 
where you make a loan that they should do something about improving 
the wage rate of their people ? 

The reason for the question is this: Under our reciprocal trade pro- 
gram, we gear it to money and we are going to have trouble, in m 
judgment. For instance, I am advised that Procter & Gamble has 
probably 25 plants in different countries of the world where they make 
products identical with those made in Cincinnati, and that they operate 
out of a headquarters in Geneva; it is done entirely on a local currency 
basis, they do not have to clear any of their bookkeeping or anything 
else here. But if they make soap for other countries, it stands to reason 
that it does diminish the market for the export of soap made here. 

Now, General Motors has plants abroad, Ford has plants abroad. 
There they utilize cheaper tos and I assume they could send their 
manufacturing products to the United States and actually undersell 
the product that is made in Detroit with the present wage rate. 

Allhis has been geared to money. The only hope I can see way down 
the road is that there has to be some narrowing of this cost differential 
and since wages account for nearly the whole business, one way or 
another, there has to be an improvement in the wage structure abroad 
or we will never get anywhere. 

Now, in making these loans, do we try to implement that policy a 
little bit and say to them, we will make a loan but you will have to raise 
the wages of the people that work on this project by 50 percent? You 
cannot very well say it in an agreement, but can you get informal ex- 
pressions from a country to that effect ? 

Mr. Ditton. The specific method you mention would be a very dif- 
ficult thing to ask them. For instance to pay wages 50 percent more 
on one road than they were paying on another road that they were 
building with their own funds would obviously create problems. 

To answer the question directly, the Development Loan Fund:as such 
has not gone into that side of our policy. That would be a matter for 
the embassies and is a thing we are very much interested in. 

The only country abroad that I am intimately familiar with is 
France, where I know that the scale of wages has risen over the last 
5 years considerably more rapidly than it has in this country, So 
there has been a narrowing there. 

I would hope that that would happen certainly in other European 
countries. 
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When you start talking about these underdeveloped people with a 
national annual income of $60 or $70 per person it is a very difficult 
matter. 

EFFECT OF HOUSE REDUCTION 


Senator Dirksen. I have one other question. 

To what extent will this cut imposed by the House, $300 million, 
impair the activities of this operation and what, in your judgment, 
will be its effect policywise as well as practically making loans? 

Mr. Ditton. It will force us to do 1 of 2 things: either to reduce 
our rate of lending 50 percent below what it has been for the last 6 
months, or to maintain that rate and cease lending on about the first 
of the year and have a 6-month gap where there is no lending. 

Secondly, if you look at how you carry out a reduction like that, 
you could either do it by trying to cut down on every project sort of 
across the board or you could do it, which would be more sensible 
from a businesslike point of view, just by leaving out certain people 
in certain areas because certain development projects are only useful 
if you can finance the whole thing. 

I think we would probably be faced with that very difficult decision, 
and may be forced to decide that with certain countries we would 
just not be able to make any loans to at all. 

Senator Dirksen. What would be your direct answer to the ob- 
servation in the House report which says: 

According to the budget justifications, obligations through June 30, 1958, will 
be $125 million which is less than half of your capital. 

Do von ascribe that to the fact you did not get into operation until 
January? 

Mr. witton. No, sir; that is based on a complete misconception of 
how a banking institution such as this fund operates. They are talk- 
ing about legal obligations which occur far down the road after a 
project has already been studied extensively, after the loan commit- 
tee has approved it, after the National Advisory Committee has 
approved it, after it has been negotia‘ed ont with the individual 
country in detail, which takes maybe up to 3 months. 

What we have to have available in the way of capital in any given 
year is not only the funds that are obligated, but also the funds that 
we have committed, as I said, by these letters of advice, the $78 mil- 
lion, also the funds that we have already agreed among ourselves to 
commit, which are now before the National Advisory Council for 
approval this is another substantial figure. 


EARMARKED FUNDS 


Senator Knowtanp. That might be called earmarked funds? 
Mr. Ditton. Well, we also have earmarked funds that are not 
uite that far along. Earmarking indicates that we are interested in 
the project, we need some more information, we want to ask the 
country to spend money on it to get some engineering report. We 
cannot ask them to do that unless we have the funds available. 
Senator ELttenperR. How much money will you actually make avail- 
able to the borrowers by June 30, by expenditure ? 
Mr. Dutton. That is very small; that is something like a million 
and a half dollars. 
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Senator ELLenDer. Out of $300 million ? 

Mr. Ditio0n. Yes, but that has nothing to do with how much money 
you have available. 

Senator ELLenper. I understand, but that is what the House had in 
mind ¢ 

Mr. Ditton. That was a complete misconception. 


ANTICIPATED EXPENDITURE 


Senator ELLeNpER. So that in the space of six months, or whenever 
you started making the loans you will have expended about a million 
and a half dollars out of a total of $300 million ? 

Mr. Ditxon. I think that is exactly comparable to the experience 
of the Export-Import Bank over the 20 years of their existence, that 
it takes them a number of years after they first make a loan before 
expenditure goes out. 

POLICY ON REPAYMENT 


Senator KNow.anp. What isthe policy on repayment? When does 
the country start repaying ? 

Mr. Ditton. They start repaying usually 1 year after they draw 
the funds. The repayments on principal are generally nominal in 
amount until the project is completed. 

Senator KNowrianp. When you say nominal, would you be able to 
tell us how much they are? 

Mr. Ditton. They would be a nominal amount, $25,000 to $50,000 
a year; something of that nature, until such time as the project, what- 
ever it may be, a road, a factory, or dam, is built, which may be 2 or 3 
years. 

After that time they increase the level of payment until the loan is 
completely paid off. 

Senator ELtenper. You say before you make any loan at all, the 
country must exhaust its ability to borrow from the World Bank, the 
Export-Import Bank, and any other source of credit before you 
negotiate with them ? 

Mr. Ditton. That is correct. 

Senator ELtenper. Why is that? 

Mr. Ditton. That is because these underdeveloped countries have 
a limited capacity to repay in dollars, in hard currency, within a rea- 
sonably short period of time. 

That is the reason that this fund was set up, to provide an addi- 
tional source of funds for worthwhile projects. 

I think Mr. Black has repeatedly said that there are many worth- 
while projects for which the World Bank cannot provide the money 
because these countries are not able fully to repay in dollars. 


EXPENDITURE OF REPAID LOANS 


Senator EL.tenper. Of course, we accept their own soft currencies 
and we must either spend that money there or else reloan it to them. 
That is correct ; is it not? 

Mr. Driton. Yes. A very interesting occurrence is this loan in 
Honduras. 

Senator Eiienper. So that we will be in a measure in the same boat 
we are now in with regards to the expenditure of counterpart funds. 
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We cannot make use of those counterpart funds except in the country 
where they are available ? 

Mr. Ditton. By their very nature these funds are less available. 

Senator Exrtenper. Are you providing in your loans for a lesser 
amount of interest if the loans are paid in dollars? 

Mr. Ditton. No, sir. 

Senator Ex.tenper. The payment is made strictly in their own 
currency ? 

Mr. Ditton. Some of the loans are repayable in dollars. We have 
made 3 or 4 of them. 


Senator Ertenper. Whicharethey? Can you namethem? 


Mr. Ditton. ———. A loan to Libya. 

Senator E:tenper. Let us take ———, for instance. Are we to 
understand that ———— could not obtain money from the World 
Bank? 


Mr. Ditxon. That was a special circumstance whereby that partic- 
ular loan was discussed on the floor of the House a year ago at the 
time the authorizing legislation, the appropriation legislation was 
passed. It was discussed favorably by both Members of the House 
who were not on the Foreign Affairs Committee and Members who 
were, and there was a clear record there that the House favored this 
particular loan. 

That was the reason that that loan was made, although ordinarily 
without that record, I do not believe we would have made that loan. 


POSSIBLE RULE VIOLATION 


Senator E:tenper. Of course, you are violating your rules then, by 
making an exception so far as ——— is concerned. I really believe 
they can borrow not only from the Export-Import Bank, but from the 
World Bank and probably from their own banks. 

Mr. Ditton. I would be the last person to say that they could not 
borrow. 

Senator Dirksen. I am sure Mr. Dillon would not want to let the 
record stand that they violated their own rules. 

Senator Ettenper. Certainly they have. 

Senator Dirksen. I think he had better amplify. 

Mr. Ditton. I will amplify by saying that the rules we operate 
under are the rules set by the Congress and it was very clear here that. 
at least one of the branches of the country had given us a mandate to 
make this particular loan. 

Senator E.tenper. In other words, if the Senate should tell you to 
loan India a billion dollars, you would do it? 

Mr. Ditton. We would be strongly influenced. 

Senator E.itenner. Now, you say that all of these loans are made by 
turning the cash over to the borrower. 

Mr. Dirt1on. Yes, sir. 


USE OF FUNDS LOANED 


Senator E,tenver. Have you any restriction as to how this money 
is to be used, for instance, in the building of a textile factory ? 

Mr. Ditton. There are very detailed restrictions about paying out 
the money. The loan agreements are different in each case, but the 
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money is generally only paid out on the basis of proof that it is being 
used for purposes we specify. 

Senator ELLENDER. Suppose a concern in Indonesia or India or some 
other country were to make application to build textile mills. Would 
you loan it to them irrespective of the impact that the manufacture of 
goods from these mills would have on the economy of the United 
States ? 

Mr. Diiion. No, sir. The authorizing legislation this year carried a 
new provision with which we fully agree, that we should take into 
account the impact of any loan on the economy of the United States. 

Senator ELLenpeErR. So that you do take that into consideration 4 

Mr. Ditton. Yes, sir. 

Senator ELLenper. That, of course, is written into the law ? 

Mr. Ditton. That is right. 


LIMITATION ON PURCHASES 


Senator ELLeNper. Now, in answer to a question by Senator Dirk- 
sen you said that the borrowing country could buy from any place 
in the world where they could obtain the best price. 

Mr. Ditton. In the free world. 

Senator ELLeENpER. Free world only ? 

Mr. Ditton. Free world only. 

Senator ELLenper. Where is the limitation in the law ? 

Mr. Ditton. We do not finance their purchases from the Soviet bloc. 

Senator ELLenper. You would not permit purchases from Hun- 
gary ¢ 

Mr. Ditton. No, sir. 

Senator ELtenper. From any country behind the Lron Curtain ? 

Mr. Drtion. No, sir. 

Senator ELttenper. That isa regulation of your own? 

Mr. Drton. That is right. 

Senator ELLenper. The purchases would have to be made from 


countries other than the countries behind the Iron Curtain and Russia 
and China? 


Mr. Ditton. That is correct. 

Senator E.tenper. Is that incorporated in the agreement that you 
make with them ? 

Mr. Ditton. Yes, sir. 

Senator ELttenper. Or is it a rule and regulation of your own? 

Mr. Ditton. No, that is incorporated in the agreement. 

Mr. McIntosu. We consider other criteria besides the price, also. 


We consider the quality, delivery, suitability of equipment, and many 
other factors. 


APPLICATION FOR LOAN BY GREECE 


Senator Extenper. Now, you say that Greece has made application 
for a loan. 

Mr. Ditton. We have already given Greece a letter of advice. 

Senator Ettenprer. How much? 

Mr. Diti0n. $12 million. 

Senator Ettenper. Are you telling this committee that Greece could 
not borrow from the Export-Import Bank or the World Bank? 

Mr. Ditton. Yes, sir, in this case. 


28282—58——4 
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Senator ExLenper. I was in Greece last year and I was informed 
that the economy of Greece has never been better than it is now and 
that the industrial production has increased to 186 percent of prewar. 

Mr. Ditton. I think that is probably correct. The Greek economy 
was always very low. The Greeks at present are not eligible for loans 
from the World Bank. i 

Senator ELtenper. Why are they ineligible? 

Mr. Ditton. Because there is some Greek private debt still out- 
standing that has not been settled. 

Senator ExLenper. Well, then you step in and let them have it. 

Mr. Ditton. That is correct. We think it is worthwhile. 

Senator ELtenper. What assurance have you that Greece may not 
treat this loan in the same manner as it is now treating the World 
Bank ? 

Mr. Dition. There is no failure to repay the World Bank. I said 
there was some private debt that dates way back that they went into 
default on many years ago, which they have not yet cleaned up. The 
World Bank does not loan money to any country that is in that 
situation. 

Senator Extenper. Are these privately owned, not Government 
loans? 

Mr. Ditton. Only privately owned loans. 

Senator Ex:tenper. In the instance of Greece, did you make the 
loan to the Government or to private industry ? 

Mr. Ditton. This loan was to the Government. 

Senator Erienper. That you have done notwithstanding that this 
country has made available to Greece in excess of a billion dollars in 
grant aid? 

Mr. Driton. That total was largely to help Greece fight commuism. 


MONTHLY RATE OF APPLICATIONS 


Serator ELtenper. Would you tell us the rate of applications on 
a monthly basis for these loans during the past 2 months? 

Mr. McIntosu. The last 2 months? 

Senator ELLENpER. Yes. 

Mr. McIntosu. Well, during the past 6 months we had applica- 
tions, I would say, at the rate of between $300 and $500 million a 
month. 

Senator Exxenver. Do you expect that rate to continue ? 

Mr. Ditton. Not at that rate. It will slacken off. 

Senator ELLENpeER. It will keep on growing. 

Mr. Ditton. We estimate in the next year we will receive additional 
apnlications for about $1 billion. 

Senator EttEnper. You mean in addition to the $2 billion you now 
have ? 

Mr. Tri10N. In addition to the $1.7 billion we now have on hand 
and under consideration. 

Senator Eitenper. Do you not think that some effort will be made 
to get Congress to provide these funds, since the applications have 
been mode, in order to save these applicants? 

Mr. Dron. No, sir; we do not try to save every applicant by any 
means. 
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Senator Et.enper. Mr. Dillon, this is just another way to get into 
the aid program. In my humble judgment we should have started 
in the beginning, according to General Marshall, what you are now 
proposing, but we did not follow it that way. We made these people 
more and more dependent on us and now you are reverting 10 years 
later to the program that was first devised by General Marshall. 

Is it your considered judgment that this Congress will not have to 
provide more and more money than is now authorized for this 
purpose ? 

PROGRAM TO CONTINUE FOR MANY YEARS 


Mr. Drtxon. I think this, and it pertains to one of the things that 
Senator Robertson said, namely that this business of development of 
underdeveloped areas will take a long time and this loan program of 
the Development Loan Fund will have to continue for a good number 
of years. I do not think we should change the program. I think our 
experience has shown that this loan program is better than the grant 
programs that we had before and it is more businesslike and does lead 
to better projects, but I certainly feel we will have to continue this 
for many years to come. 

Senator Ettenper. Do you not think this is just another way of 
ee on a program upon which the American people have now 
soured ¢ 


Mr. Dirx0N. I don’t think it is correct that the American people 
have soured. 


Senator Errenper. You ought to go around the country as I have. 
SOVIET LOAN TO AFGHANISTAN 


Now, I notice here that the Russians have made available to Afgan- 
istan in nonmilitary loans $136 million. Do you propose to make 
any loans to Afganistan ? 

Mr. Diiton. Afghanistan does not have any applications in at 
present. The Afghans have decided for the moment that they have 
enough money that they owe and they are not interested in incurring 
further debts. 

Senator Exrenper. But you would let them have money if they 
required it? 

Mr. Ditton. If we thought it was a reasonable project and some- 
thing that was helpful for their development, but we would not try 
to compete with the Soviet loan of $136 million. 

Senator Ertenper. Of course, that is just a promise, They have 
not spent anything like that. 

Mr. Ditton. They are starting to spend it rather rapidly now. 

Senator ELLenpER. Now, since the Soviet Union has already loaned 
money to Afghanistan would that act as a deterrent to you to go in 
and loan money to Afghanistan ? 

Mr. Dit10Nn. No, sir. 

Senator Ettenper. Why, in the case of other countries, do you feel 
we ought to do it and not compete with Russia ? 

Mr. Drixon. I feel we ought not leave the field free to Russia and 


we ought to demonstrate interest in the progress of these peoples as 
the Russians do. 
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Senator EL.enper. Of course we have been doing that, Mr. Dillon, 
for the last 10 years. For the past 5 or 6 years, we have been giving 
until it hurts, particularly to the peoples of the Far East. a 
_ Now, would you object to Russia loaning money there and coming 
in to help develop them the same way as we are doing ? ; 


SOVIET LOANS TO NORTH VIETNAM AND NORTH KOREA 


Mr. Dizon. The Russians have made very substantial sums avail- 
able in North Vietnam and North Korea. 

Senator ELLENDER. What is your information on that? 

_ Mr. Ditton, Partly loans, partly grants. The military equipment 
is mostly grants. : 

Senator Eiienver. I have a list of the countries to whom they have 
made loans. I do not see the countries to which you have just referred 
included. 

Mr. Ditton. No; we do not include countries that are in the Com- 
munist bloc because the information from that is classified informa- 
tion and is not regularly known. The information on these other 
countries is known. 

Senator ELLenpEeR. Would you be able to give to this committee, 
such information as you have as to the loans that have been made to 
North Vietnam and to China, by Russia ? 

Mr. Ditton. On aclassified basis. 

Senator ELtenper. That is what I am talking about. Of course, 
we are in an executive session now. 

Mr. Ditton. We will furnish that. 

Senator Exirenper. I would like to have that. I think it would 
be of interest to the committee to find out the extent to which Russia 
has been assisting countries behind the Iron Curtain. 

(The information referred to, being classified, was submitted to the 
committee. ) 

Mr. Chairman, I have many other questions, but I do not want 
to take up the time of other Senators who may desire to ask ques- 
tions and I presume that Mr. Dillon is anxious to conclude his 
statement. 

Chairman Haypen. I wish he would do that because we cannot run 
more than 15 minutes more. I have another hearing this afternoon. 


STATEMENT ON HOUSE ACTION 


Mr. Ditton. There is one part of this statement which is about 
two pages long which deals with the reasons for the rationale of the 
House in cutting our request for funds for the DLF, based on obliga- 
tions and our need for the full amount. 

Chairman Haypen. I think we will let you read it without inter- 
= 

Mr. Drtx1on. It ison page 9. 

Senator Sauronstaty. I move we ask Mr. Dillon to put in the 
record the balance of his statement and then reread to us for emphasis 
the two pages that he now wishes to read. In that way, we will have 
the statement completely. 

Chairman Haypen. Without objection, we will do that. 

(The statement referred to follows :) 
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STATEMENT BY THE HONORABLE DovueGLAs DILLON, UNDERSECRETARY OF STATE 
FOR ECONOMIC AFFAIRS 


Mr. Chairman and members of the committee, I am glad to have the oppor- 
tunity to appear before you this morning to introduce the executive branch 
testimony in support of the President’s request for appropriations to carry out 
the mutual-security program during this fiscal year. Secretary Dulles is, un- 
fortunately, unable to appear this morning because he is accompanying the 
President on a state visit to Ottawa, but he plans to appear before the com- 
mittee on July 16 to discuss the broad foreign policy considerations which un- 
derlie our request for new appropriations. 

The President has requested of the Congress, to carry out the mutual-security 
program this year, appropriations in the amount of $3,950,092,500. This figure 
was reduced $274,500,000 in the authorizing legislation. The action of the 
House of representatives in approving the appropriations act last week further 
reduced this request by the amount of $597,500,000. 

The program submitted this year was an austere program. ‘The reductions 
in the authorizing stage were serious. The further reductions by the House 
in the appropriations act are critical. They occur in five separate items, on 
which we plan to concentrate our testimony: $90 million below authorization 
in military assistance; $110 million in defense support: $17.5 million in special 
assistance; $55 million in the contingency fund; and $325 million in the Develop- 
ment Loan Fund. 

Secretary McElroy and General Twining will appear before you tomorrow to 
go over the effect of the proposed reductions in military assistance. Mr. James 
Smith will testify on the following day regarding defense support and special 
assistance. Secretary Dulles will cover the contingency fund in his scheduled 
appearance on July 16. Today I would like to discuss the most critical of these 
reductions—that in the Develonment Loan Fund. 

Last year in presenting the Development Loan Fund to the Congress, the Presi- 
dent outlined a 3-year program with $750 million requested for fiscal year 1959. 
The DLF started operations about January 1. The results of the past 6 months 
indicate that our original request for fiscal year 1959 was fully justified. The 
appropriations action of the House reduces the original request by 60 percent 
and is a reduction of over 50 percent from the $625 million authorized last year 
for fiscal year 1959 and requested this year by the President. This reduction 
raises a question not merely as to the scale of fund operations but as to whether 
there should be a fund at all. It would deprive the fund of any real prospect of 
achieving the purpose which the Congress intended the fund to fulfill, and which 
was reaffirmed this year when the Congress agreed to the incorporation of the 
fund. 


I shall lay before you, as clearly as I can, the facts which lead me to believe 
that this is the case. 

You will recall that the fund’s establishment followed a series of studies of 
the mutual-security program last year by a special committee of the Senate, by 
the House Foreign Affairs Committee, by two committees of Presidential advisers 
headed by Benjamin Fairless and Eric Johnston, respectively, and by numerous 
private groups. 

These studies examined the mutual-security program, in the light of the chang- 
ing international situation, and considered what shifts, if any, in its character 
and emphasis were in order. 

These studies produced some differing conclusions, but there was one thing 
on which they all agreed: that there was need for much greater emphasis on 
effective United States financing of economic growth in the less-developed coun- 
tries. Such growth had been lagging. In the absence of greater progress, it 
seemed unlikely that existing free governments could retain the support of the 
increasingly restive peoples in these areas. The Communist bloc was moving 
vigorously to exploit this situation, seeking to persuade these peoples that only 
through Communist methods and in association with the bloc could they achieve 
the economic growth they sought. 

To meet this threat, these studies recommended the establishment of loans in 
substantial amounts to provide development financing, on a long-term basis, 
using businesslike procedures best suited to this task. 

To carry out this task the administration proposed and the Congress estab- 
lished the Development Loan Fund. Recognizing that it would take the fund 
some time to organize and commence operations, and that therefore a full year’s 
appropriation could not be utilized in the first year of operation, the Congress 
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provided $300 million for fiscal year 1958. It also authorized $625 million for 
fiscal year 1959. 

In fiscal year 1957, before the creation of the Fund, the annual level of United 
States financing for development purposes (from both sec. 201 and the old 
broader category of defense support) was about $400 million. Thus our fiscal 
year 1958 appropriation for the DLF actually represented a 25 percent reduction 
from the fiscal year 1957 level of development financing. This was presumably 
based on the fact that the Fund was a new instrument and that a period of time 
would be required for it to get underway. 

This proved to be the case. The Fund did not really commence operations 
until uround the first of the year and its first loan was approved around the 1st of 
February. Since then we have either committed or earmarked for specific projects 
all of the Fund’s resources except for about $33 million. The only reason this 
$33 million is not also committed is that we felt it prudent to await the action of 
the Congress on the 1959 request before utilizing all of our funds. 

Thus we have operated for the past 6 months at an annual rate of about $600 
million. The appropriation voted by the House would force a reduction of 50 
percent in this rate and would also put us below the wholly inadequate level 
which obtained before the Fund came into existence. And this despite the fact 
that everything in the international situation and in the Fund's record to date 
argues that we should be moving at last to meet the need for increased develop- 
ment financing which moved the Congress to set up the Fund in the first place. 


Ii 


The urgency of that need is growing steadily, in terms of the United States 
national interest. It has become increasingly clear that the less-developed areas 
are to be the critical battlefield in the cold war. The Soviets are moving into 
that battlefield with increasing vigor. The scale of their economic offensive has 
mounted ; during the past 3 years they have extended selective nonmilitary credit 
and grant aid totaling over $1.7 billion. Their programs of political subversion 
have increased apace. 

These efforts have not been without result. In Indonesia their economic and 
political offensive has strengthened the position of local Communist groups and 
raised new problems for those Indonesians who would keep their country free. 
In the Middle East, large-scale Soviet aid has helped to establish a position of 
influence for the Communist bloc, which has contributed substantially to the in- 
stability which threatens this area’s peace and independence. 

We must face the plain fact that ineffective United States action in these 
areas—doing too little and being too late—could lose us the cold war by default. 
For if the peoples of the newly developing countries see little prospect of achiev- 
ing material betterment through free methods and in association with the free 
world, they will inevitably turn to extremist leaders who favor totalitarian 
methods and who would form close ties with the Soviet bloc. And if Commu- 
nist influence is extended into the less-developed countries in this way, neither 
these countries’ armies nor our own will be able to prevent the area of Commu- 
nist domination from engulfing nation after nation of the free world. 

Modern industrial technology is leading steadily toward the greater economic 
interpendence of nations. If the less-developed areas of the world are lost to 
communism through inaction on our part, we will soon find ourselves alone, sur- 
rounded by a hostile sea of international communism. Then Lenin’s prophecy 
that one day the United States would fall before the Soviet Union like ripe fruit 
ready for the plucking would inevitably come true. Unless the final fiscal year 
1959 appropriation for the DLF closely approximates the $625 million we have 
requested, the United States will face the prospect of important losses to com- 
munism in the next few years. Gentlemen, in all gravity I say to you that the 
future of our country and the future of freedom in the world will be decisively in- 
fluenced by your decision on this particular appropriation. 


iil 


The Fund’s operations in the last year have, I believe, justified our confidence 
that it could prove an effective instrument. 

These operations have fulfilled our pledge to the Congress that its funds would 
be used, like those of the Export-Import Bank and the World Bank, for specific 
and identifiable projects or programs that met tightly defined and predetermined 
criteria. 
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From even our limited experience to date, I am fully convinced that this shift 
in approach away from annual country aid levels to sensible banking procedures 
is sound. We are getting more value for each dollar by insisting that our financ- 
ing be extended through such procedures. By placing our development financing 
on this banking basis, we have also been able to work more closely with other 
public banks. For example, in the Indian program, after finding out what proj- 
ects the International Bank was prepared to consider, representatives of the 
Export-Import Bank and the DLF met jointly with Indian representatives to 
consider what priority projects they could help finance. The International Bank 
is now concentrating on modernization of the Indian railway system ; the Export- 
Import Bank will finance capital goods for use in irrigation, power, mining, trans- 
portation, and industrial development; and the DLF will finance steel for the 
railway program as well as components for the road program and jute and cement 
machinery. This sort of arrangement enables each financing institution to con- 
centrate on the kinds of projects best suited to its procedures and financing terms. 
It helps to meet the receiving country’s total needs as effectively and economically 
as possible. Similarly, all of our projects are checked out with both the World 
Bank and the Export-Import Bank before the Fund acts. 

One of the basic purposes of the Development Loan Fund is to encourage pri- 
vate investment and enterprise. We are working vigorously—and, I believe, ef- 
fectively—to fulfull this purpose. 

We are encouraging applications from private investors. Of the more than 
$1.9 billion in applications now under consideration or approved, about 40 per- 
eent represent proposals from private enterprises. 

We are trying to encourage and assist the creation of development banks in 
less-developed countries. We have already agreed to provide financial support 
for two such institutions so as to make possible loans not otherwise available 
to small entrepreneurs. 

In shifting from past practices to the Fund’s new methods of doing business, 
we have had, of course, to overcome certain major problems. “Going” projects 
have had to be continued, and both the less-developed countries and our mis- 
sions in these countries have had to be educated as to our new methods of doing 
business. 

or reasons such as these, the past fiscal year has been a period of transition. 
I expect in the coming fiscal year that we will have completed the change to 
new procedures and will be in a position to secure even greater benefits from 
the Fund’s existence, provided that it can command adequate resources. 

This means, let me emphasize, adequate resources not only for financing but 
also for administrative expenses. I believe that an administrative expense limi- 
tation of $1.5 million is essential for efficient and complete operations. The 
$1 million limit voted by the House would be disastrous for the Fund. This may 
seem like a side issue, but it is in fact the key to efficient use of the Fund’s 
eapital. A private bank would not consider it sound economy to hire a staff 
that was too small or poorly qualified to manage its funds wisely. The Govern- 
ment should be no less prudent in the management of its capital. The request 
for administrative expenses of $1.5 million which the Fund has made provides 
for a small staff with ability and experience and for the provision of necessary 
supporting services from ICA and other agencies. The most important of these 
supporting services is the provision of engineering and technical advice to 
insure that the DLF projects are properly conceived. Present DLF plans con- 
template no large engineering staff of its own but rather reliance on other 
agencies. 

IV 


I have tried so far to indicate why I believe that a cut in the Fund’s fiscal 
year 1959 appropriation request would prevent it from fulfilling the Congress’ 
original intent—that of placing more emphasis on development financing—at a 
time when both the international situation and the results of the Fund’s opera- 
tions to Jate underline the soundness of that intent. 

The House Appropriations Committee obviously had an explanation for the 
radical reduction it made in the requested appropriation. What was that ex- 
planation? It appears to run as follows: 

According to the budget justification submitted to the House Appropriations 
Committee it was anticinated that in fiseal year 1958 the Fund would tech- 
nically obligate $125 million of the $300 million first annropriation. This would 
leave technically unobligated $175 million. The budget justification also showed 
that the Fund contemplated technically obligating in fiscal year 1959 $500 million. 
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The House committee therefore apparently concluded that it need add only $300 
million of new appropriations to the $175 million technically unobligated to 
produce approximately the $500 million which the budget justification indicated 
the Fund contemplated obligating in fiscal year 1959. 

This apparently logical argument simply does not deal with the realities of 
the operation of the Fund. It rests on the technicalities of obligating and a 
refusal to recognize how a banking institution like the Fund does and must obli- 
gate. Acceptance of this form of “logic” would quickly put the Fund out of 
business. 

What are the realities of the situation? 

1. The Fund received an appropriation of $300 million in early September 
1957. It was necessary to establish a new working organization, to advise for- 
eign governments of the statutory requirements for applications to the Fund 
and to wait for applications based on those new technical requirements. The 
Fund therefore could not begin handling loan requests until January 1958— 
with one-half of the fiscal year remaining. 

2. During this half year, while the Fund technically obligated only $102 
million, the Loan Committee approved additional loans totaling $165 million, 
requiring the commitment or earmarking of that amount of the appropriated 
funds. These are loans on which the Loan Committee had issued letters of 
advice or had approved in principle and they are either awaiting further action 
by the borrower or by the National Advisory Council on International Financial 
and Monetary Problems. 

In short, all of these funds, totaling $267 million of the $300 million appro- 
priation, were used up and unavailable for use against other loan requests. 

When the Board of Directors of the new Development Loan Fund Corpora- 
tion meet this coming Friday, it will have available for further use only $33 
million in total capital and it will be confronted by projects totaling S70 million 
on which intensive and favorable staff evaluations have been completed. 

3. It is apparent from these facts and figures that before any new capital 
is available to the DLF from the appropriation request before you, the capital 
available will be completely exhausted, and this will have been done in loan 
actions completed in one-half year of actual operation. 

Two facts are therefore evident: First, the Fund is now established on an 
operating basis where it can fully and effectively act on loan requests at a rate 
of at least $600 million per year. It is not material that technical obligations 
may be less than this amount. Second, if the appropriation provided by the 
House—$300 million of new money—should stand, the Fund would have to cut 
its level of operations in half or, if it continued at the present rate, would have 
to cease operations after only one-half year of the fiscal year 1959. 

Hither of these alternatives is obviously unacceptable when measured by the 
interests and welfare of the United States. As I have said before, the full 
appropriation of $625 million is necessary to meet the needs of the newly devel- 
oping nations during the coming year. The Fund now has before it about $1.7 
billion in apparently worthwhile loan applications beyond those on which it 
has acted in fiscal year 1958. All indications are that we may expect to receive 
at least $1 billion more before the end of fiscal year 1959. On the basis of our 
experience in fiscal year 1958, I have no doubt that if we act on these and 
future applications in a manner consistent with our national interest, we will 
ee ~< availability for use of at least $625 million in new funds in fiscal 
year 1959. 


Vv 


To sum up, Mr. Chairman: I believe that it is vital to the interests of the 
United States, and was the intent of the Congress, to increase and render more 
effective the development financing that obtained before the Fund was set up. 
This will require a DLF appropriation of at least $625 million for fiscal year 1959. 

The Fund can use this sum—and more—prudently and effectively. 

It needs this sum—and more—to meet the rising Communist threat to our 
vital interests in the less-developed areas. 

If it is denied this sum, the Fund will become an instrument largely without 
meaning and more importantly we will have embarked on a course that could 
end by placing our own peace and security in jeopardy. 

For the defense of the free world requires more rapid economic growth in less- 
developed areas. And that growth, in turn, requires adequate and businesslike 
United States development financing. With necessary resources, I believe that 
the Fund can undertake and fulfill such a program. 
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REASONS FOR HOUSE ACTION 


Mr. Ditton. The House Appropriations Committee obviously had 
an explanation for the radical reduction it made in the requested 
appropriation. What was that explanation? It appears to run as 
follows: 

According to the budget justification submitted to the House Ap- 
propriations Committee it was anticipated that in fiseal year 1958 
the Fund would technically obligate $125 million of the $ 3300 million 
first appropri: ation. This would leave technically unobligated $175 
million. The budget justification also showed that the F und contem- 
plated technically “obligating in fiscal year 1959 $500 million. 

The House committee therefore apparently concluded that it need 
add only $300 million of new appropriations to the $175 million 
technically unobligated to produce approximately the $500 million 


which the budget justification indicated the Fund contemplated obli- 
gating in fiscal year 1959. 


REALITIES OF FUND OPERATION 


This apparently logical argument simply does not deal with the 
realities of the operation of the Fund. It rests on the technicalities of 
obligating and a refusal to recognize how a banking institution like 
the Fund does and must obligate. Acceptance of this form of “logic” 
would quickly put the Fund out of business. 

ra it are realities of the situation ? 

The Fund received an appropriation of $300 million in early 
Renee 1957. It was necessary to establish a new working organi- 
zation, to advise foreign governments of the statutory requirements 
for applications to the Fund and to wait for applications based on 
those new technical requirements. The Fund therefore could not 
begin handling loan requests until January 1958—with one-half of 
the fiscal year remaining. 

During this half year, while the Fund technically obligated only 
102 million, the Loan Committee approved additional loans totaling 
$165 million, requiring the commitment or earmarking of that amount 
of the appropriated funds. These are loans on which the Loan Com- 
mittee had issued letters of advice or had approved in principle and 
they are either awaiting further action by the borrower or by the 
National Advisory Council on International Financial and Monetary 
Problems. 

In short, all of these funds, totaling $267 million of the $300 mil- 
lion appropriation, were used up and unavailable for use against other 
loan requests. 

When the Board of Directors of the new Development Loan Fund 

Corporation meets this coming tens it will have available for 
further use only $35 million in total ¢ apité al and it will be confronted 
by projects totaling $70 million on which intensive and favorable staff 
evaluations have been completed. 
3. It is apparent from these facts and figures that before any new 
capit: al is available to the DLF from the appropriation request before 
you, the capital available will be completely exhausted, and this will 
have been done in loan actions completed in one-half year of actual 
operation. 
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Two facts are therefore evident: 

First, the Fund is now established on an operating basis where it 
can fully and effectively act on loan requests at a rate of at least $600 
million per year. It is not material that technical obligations may be 
less than this amount. 

Second, if the appropriation provided by the House—$300 million 
of new money—should stand, the Fund would have to cut its level of 
operations in half or, if it continued at the present rate, would have 
to cease operations ¢ after only one-half year of the fiscal year 1959. 

Either of these alternatives is obviously unacceptable when meas- 
ured by the interests and welfare of the United States. 


FULL APPROPRIATION NEEDED 


As I have said before, the full appropriation of $625 million is 
necessary to meet the needs of the newly developing nations during 
the coming year. 

The Fund now has before it about $1.7 billion in apparently worth- 
while loan applications beyond those on which it has acted in fiscal 
year 1958. All indications are that we may expect to receive at least 
$1 billion more before the end of fiscal year 1959. 

On the basis of our experience in fiscal year 1959, I have no doubt 
that if we act on these and future applications in a manner consistent 
with our national interest, we will require the availability for use of 
at least $625 million in new funds in fiscal year 1959. 


AFRICAN LOAN APPLICATIONS 


Senator Porrer. Mr. Chairman, I have three questions. 

I notice that one loan in ———— and one in ——— are the only two 
that are pending in Africa. It would seem to me that there should be 
many applications from countries in Africa, particularly your new 
countries. 

Do you have any policy concerning the countries in Africa that is 
different from other countries ? 

Mr. Dritio0n. No, sir, not at all. This just reflects the applications 
that came in on time and that we were able to process. I think it is true 
that the great bulk of Africa, of course, is not independent countries, 
like the Belgian Congo and so forth 

For some countries in Africa, like Egypt, we are not at the moment 
prepared to consider loans, so the scope was smaller than in some other 
areas, but we are perfectly prepared to make loans to any of the inde- 
pendent countries in Africa at the moment, with the exception of 
Egypt. 

Senator Porrer. It would seem to me as an integral part of our 
foreign polic: y, that Africa is the continent of the future, that that is 
an area where we could be helpful. 


LOANS FOR AUTOMOBILE PLANTS 


Let me ask one further question : Have you made any loans to private 
enterprise in other countries for automobile plants? 

Mr. Ditton. No, not for factories. Part of the loan to India was to 
enable their local factories, automobile factories there, to import some 
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components. This went to the American factories in India that were 
in the process of building trucks for Indian roads. 

Senator Porrer. In other words, to import parts from the United 
States ? 

Mr. Ditton. Parts from the United States or from Europe, 
wherever those companies wanted to buy them. The loan served to 
make foreign exchange available to these American companies. 

Senator Porrer. How much was that loan ? 

Mr. McInrosu. That part of it was $25 million. 

Senator Porrer. Do you have any figures as to how much of that was 
spent in buying American parts ¢ 

Mr. McIntosu. We hope that the larger part will be spent in the 
United States. 

Mr. Ditton. It has just been made, actually. 

Senator Dworsnaxk. Can I ask one question, Mr. Chairman ? 


BACKGROUND OF WITNESS 


Senator DworsHax. Mr. Dillon, do you have an extensive business 
background? How many years of business experience have you had? 

Mr. Ditton. I would say 20 years. I was out 5 years during the 
war when I was in the armed services. So I guess it is 15. 

Senator Dworsuak. How long have you been in the Government ? 

Mr. Ditton. Since 1953. 

Senator DworsuaK. Were you Ambassador to France at one time? 

Mr. Ditton. Four years. 


LOANS TO FRANCE 


Senator Dworsnax. I think you are a very proper individual to 
answer this question. We have given about 9 or 10 billion dollars’ 
worth of aid under this program in the past decade to France. 

Mr. Ditton. The great majority of our aid to France went in the 
form of military equipment. 

Senator DworsHak. We have had a lot of economic aid, too; have 
we not? 

Mr. Ditton. At the time of the Marshall plan; yes. 

Senator Dworsnax. Intermittently ? 

Mr. Ditton. When we talk of 8 or 9 billion dollars the great ma- 
jority of it was military equipment. 

Senator DworsHax. You do not know how much of that is eco- 
nomic aid ? 

Mr. Ditton. We have that broken down. 

Senator DworsHaKk. You may insert it. 

(The information referred to follows :) 
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United States assistance to France’ from July 1, 1945 to Dec. 31, 1957 


{In millions of dollars] 


Total United States assistance, July 1, 1945 to Dee. 31, 1957 
Nonmilitary assistance: 
Gross grants: 
Mutual security : 


Economic and technical assistance_._....______ 3, 675 
Famine and other urgent and extraordinary 
Nic siceci ach omeacat pete anak meena name aon aan diichocs 1 
UN eso SL ae 3 
ingelsen Hed Cvetes. asc ee ea ities 2 
I II ig 5, esti bndantinsias al aie che datedbtudtiin 311 
SN i i a ian a 372 
Agricultural commodities through private agencies_ 6 
OUR) @0008 Breniess oc34s etc ned bei 4, 370 
Less : 
Prior grants converted into credits_._._._.cu......___ —353 
Heverse grants and returus...........2.......... —184 
Tr ere ts I te ee 
Credits: 
Be SS a a eee 1, 489 
te ee ey <5 ne a 226 
Mutual security deficiency and basic materials 
everett c02) oe er ae 9 
Sales of overseas surpluses__._.-_---.-------- 333 
Sales of domestic surpluses______---..-------- 6 
pe A a ee ee Sree ee 56 
Prior grants converted to credits__._._..------ 353 


Total gross credits 2, 472 


3, 833 


Tees TRS a Fie ass Sic enn —837 
aE ie: CRIN oa dninidint dean igeunmaamnnies 1, 635 
TIE SITIEET Y DIERNCO os ence ene eek 
Military assistance : 
I ONG ee 8 8 se ee a i Reb ae aed 3, 621 
I I a in cel cosets mies eeieanen evista el 19 
I NE no og een rete x ch eames 277 


Total military assistance 


Total military and nonmilitary assistance 


1 Actual expenditures. Excludes dependent overseas territories. 


9, 385 


5, 468 


Add: Amount of United States owned local currency derived from sales of 
surplus commodities will be used in accordance with the provisions of the mutual 


security program and Public Law 480. 


(Discussion off the record.) 


GROWTH OF WEST GERMAN ECONOMY 


Senator DworsnaKk. It was mentioned earlier in this hearing that 
West Germany has made exceptionally fine recovery, economically and 
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ma that 
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otherwise. Now it seems 
Why has Germany made th 


tr 


you can give us a comparison. 
3 progress and why has France become 


so potent and so lacking in the recovery which we have a right to 


expect after all this financial assistance ? 
picture ? 


Can you give us a brief 
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Mr. Ditton. The economic growth in France since about 1954 or 
1953 has been equally as fast as that of West Germany. There has 
been no difference. The West German economy came from even lower 
down because it was destroyed. But recently they have been growing 
at about the same rate. Of course, the Germans have had a big ad- 
vantage. They have had, until recently, no military expenditures to 
bear at all. France is probably the only country in the world that has 
been steadily at war ever since 1939, approximately, either World War 
II or Indochina and then in Africa and that has been a tremendous 
drain on their resources. 

Senator Satronstaty. Do you not have to draw a distinction in 
France? You have to draw a distinction between the Government 
and private industry. The prosperity of private industry and indus- 
try generally and the people has gone up enormously but the French 


Government is in a bad position because of the balance and the tax 
question. 


Mr. Ditton. That is correct. 


Senator SautronstaLy. The German Government has emphasized 
dollar balances and hard currency where the French Government has 
been unable todo it. Isthat a fair statement ? 

Mr. Ditton. That is a fair statement. Also, it is not only private 
industry but some of the Government operated industries have done 
very well. In France now the French coal mines have a higher pro- 
ductivity than the coal mines of the Ruhr, which was completely the 
reverse prewar. The French put a great effort in the modernization 
of their coal mines and they were very effective and the production 
per man shift is higher than the production in Germany. 

(Discussion off the record.) 

Senator Dirksen. Of course, not the least significant thing was 
that when we were still occupying Germany we were there and com- 
pelled them to wash out the mark. They had no choice in that area, 
they cut across the board 90 percent out of the mark, all balances, 
social security, bank accounts, and everything. 

Tn so doing then we put them on solid financial ground. 

Mr. Ditton. That gave them a wonderful place to start. 


EFFECT OF AID TO FRANCE 


Senator Eiienper. In that connection, it will be remembered that 
some of us tried to tie strings to these aid programs and have it spent 
so that the economy to France would be such that benefits would flow 
to the working people. But Mr. Dulles, and I think Mr. Acheson, at 
the time took the position that we could not do that because it inter- 
fered with the sovereignty of France. We could have done it very 
easily if we had desired to. 

Senator Dirksen. T was going to say the reverse side of that coin is 
something like this. In that unpleasantness in Indochina, Cambodia, 
Laos. and Vietnam, we could have tied strings to everything we sent 
and let it eo down the drain but France would have hit the road of 
insolvency just as sure as anything and what the effect would have 
been in Europe I do not know. While it was a costly enterprise it 
kept her afloat. ' 

Senator Errenper. It could not have been worse as far as France is 
concerned. She is going to get us in trouble yet in north Africa. 
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Senator DworsHak. Mr. Secretary, since I asked for the break- 
down on aid to France, I have been handed this statement. The total 
is $9,291 million up to December 31, 1957, of which $5,275 million is 
economic aid and $3,000,816,000 is military aid. So I think you have 
to correct your previous statement in regard to the military being 
the dominating part of the aid program. 

Mr. Ditton. No, sir, I think that is probably how the funds are 
classified. I think they have probably classified as economic aid con- 
siderable of the military support of the operation in China which is 
very substantial. 

Senator Extenver. There is something else to add to that, and 
that is offshore procurement. We have spent hundreds of millions 
of dollars in France to keep their factories going. Add that to the 
total and you have a picture of what this country has been trying to 
do for France. 

YMPACT OF GOVERNMENT POLICIES 


Senator Dworsuak. I brought this up primarily not because of any 
lack of interest in the stability of the French Government but in a 
sincere desire to help the people of France which are a very vital 
segment of the western European free-nation alliance. However, it 
seems to me that we ought to be realistic and point out that it is not so 
much that France has fallen down in utilizing fully more than $9 
billion of aid but rather because of inept, unwise policies adopted by 
our Government under this administration and under the preceding 
administration. By that I mean that France today would be eco- 
nomically solvent, would be a strong military power, and would not 
be asking us for nuclear secrets because by rights DeGaulle said 
France ought to be a nuclear power, but primarily because of short- 
sightedness on the part of those who have administered this pro- 
gram. I hesitate to say that in your presence, Mr. Dillon, because I 
know you have a fine background of achievement and accomplishment 
in government, but so long as we have failed to insist upon a fuller 
contribution by these countries like France, such a program as this 
is a distinct disservice to the people of France rather than one of 
service. And the American people today, Mr. Secretary, whether 
you know it or not, throughout the United States are revolting 
against this program. 

You said you doubted it a little while ago. You get into the States 
throughout the Nation and you will find overwhelming sentiment 
against the continuance of a program which year by year is adopting 
new techniques to spend more money more ineffectually and failing 
to achieve the original purpose which was outlined when the 
Marshall plan was established. 

Now. I think the record will bear out what I have said. 

Thank you. 


PREPARED STATEMENT 


Chairman Haypen. I would like to inquire of Ambassador McIn- 
tosh, Do you have a statement you would like to place in the record ? 

Mr. McIntosu. Yes, Mr. Chairman. 3 

Chairman Haypen. That may be done. 
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(The statement referred to follows :) 


STATEMENT OF Hon. DEMPSTER MCINTOSH, MANAGING DIRECTOR, 
DEVELOPMENT LOAN FuND 


Mr. Chairman and members of the committee, I believe there are three essen- 
tial facts which establish the Development Loan Fund’s need for appropriation 
of at oe the $625 million authorized by the Congress for use beginning in fiscal 
year 1959: 

1. Virtually all of the $300 million already appropriated by the Congress has 
been applied to worthwhile development proposals. 

2. The Fund is now using up its capital at an annual rate of more than $600 
million. 

3. The Fund now has on hand almost $1.7 billion in worthy proposals for 
which it has virtually no funds available, and it expects to receive at least 
$1 billion more in proposals during fiscal year 1959. 

As Managing Director of the Development Loan Fund, I am responsible for 
guiding its day-to-day operations. It is from this vantage point that I should 
like to discuss our request for additional funds within the framework of the 
three basic facts I have mentioned and to provide you with as complete a pic- 
ture as possible of what has happened to the Fund and what it has accom- 
plished during its first year of life. In addition, I should like to describe how 
it functions in receiving, reviewing, and approving loans proposals and what 
it will take to administer such an operation during the next fiscal year. 


I 


First, however, I should like to interject a comment concerning the Fund’s 
administrative expenses. Now that the Development Loan Fund has become 
incorporated as a result of the President’s signature last week of the 1958 mutual 
security authorizing legislation, we are recommending that the Congress enact 
an *dministrative expense limitation for fiscal year 1959 in the amount of $1.5 
million, in accordance with the practice common to Government corporations. 

Enactment of this limitation would, for the first time, place the Fund on a 
self-supporting basis. During the past fiscal year, administrative expenses of 
the DLF were being paid from the general mutual security administrative ex- 
penses appropriation under section 411 (b) of the Mutual Securitv Act of 1954, 
as amended. In addition, the Fund has been provided with substantial assist- 
ance from other agencies on a nonreimbursable basis. The proposed limitation 
would place a ceiling on the amount of the Fund’s capital which may be used 
for administrative expenses. 

It is mv understanding that the Fund will have an opportunity to present 
the details of its administrative expense estimate to this committee at a later 
date. In view of that, I should like merely to state my own belief that $1.5 
million, or less than two-tenths of 1 percent of our requested total capital, repre- 
sents a conservative estimate of the funds required to support our contemplated 
level of activity in fiseal year 1959. It is b»sed on the workload experience of 
only 5 to 6 months of full oneration—months characterized hv an inflow of annli- 
cations that has consistently exceeded our expectations. If the rate at which 
applications are received does not continue to ontdistance our exnectations. and 
if we can cbtain adequate outside services at sbout the cost levels which have 
been estimeted, we should be able to do the job ontlined hefore the Congress. 


We will not he able to do that job, however, with the $1 million limitation 
voted by the House. 
Il 


I have already indicated that the Fund has used up virtually all of its cur- 
rently availehlecanital. The facts are these: 

Of the S300 million in canitel annronriated for use herinnine in fiscal vear 
1958, the Fund has utilized $287.3 million for loans firmly approved or anproved 
in prinecinle, Agninst the $32.6 million halance availahle. the staff of the Fund 
has readied for action bv the Board of Directors a tots! of more than $70 million 
in what it helieves to he sound loans. The Board will he asked to select those 
projects to be financed with the remaining funds at its meetine this Friday. 
In addition, annarentlv worthwhile pronosals totaling about $1.6 billion are 
also on hand and awaiting intensive review and the Fund expects to receive $1 
billion more before the end of fiscal year 1959. 
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The DLF has, therefore, entered fiscal year 1959 with virtually no funds avail- 
able for dealing with an estimated $2.5 to $3 billion in proposals likely to be on 
hand by the end of the year. We consider it essential, therefore, that the Con- 
gress appropriate the full $625 million requested by the executive branch, thereby 
increasing the total capitalization of the fund to $925 million. I should note 
that we also expect to have available for lending about $5 million from interest 
payments and fees by the end of fiscal year 1959. Of this total amount, we esti- 
mate that the Fund will give its firm approval to loans totaling at least $700 
million before the end of the fiscal year. The balance will be required in con- 
nection with loans approved in principle and on which the Fund will be working 
actively with the applicant toward the point where a proposal can satisfy the 
Fund’s lending standards in all its details. 

Like any banking institution, the DLF must have substantial working capital 
at all times to enable it to deal with proposals whose technical details are being 
developed and which will probably materialize into loan agreements in the near 
future. Sound investments take a considerable amount of time and effort to 
develop. Many prospective borrowers are both unable and unwilling to under- 
take this expensive and time-consuming process unless there is reason to believe 
that the DLF will have sufficient funds to make a loan if their proposal proves, 
in the final analysis, to be a sound one. 


iil 


It should be recognized that the Fund’s lending activity thus far does not 
represent a full year of lending operations. Six to seven months of the year 
were taken up in establishing and organizing the Fund and working out its basic 
policies and procedures. 

You may recall that the Congress authorized establishment of the Fund in 
mid-August of last year and shortly thereafter appropriated $300 million for 
its first year of operation. Following enactment of this legislation, the Loan 
Committee, consisting of the Deputy Under Secretary of State for Economic 
Affairs, the Chairman of the Board of Directors of the Export-Import Bank, 
and the Director of ICA, began to meet and a small, skeleton staff was as- 
sembled. 

The first task was clearly to establish the basic policies, procedures, and loan 
terms and conditions within which the Fund would function. Once developed, 
these were made known on a worldwide basis in a variety of ways. By mid- 
January the final element of the Fund’s lending terms was made known with 
the announcement of its interest rates. 

When these preparations were in their early stages, loan proposals began to 
trickle in. By the end of December, more than $500 million were on hand. One 
month later, the total had soared to over $1.4 billion. When another tally was 
made recently it was found that a total of about $2.2 billion had come before 
the Fund. 

The Loan Committee was able to approve its first loan on February 28, 1958. 
From that date, it has approved and earmarked loans at a rate approximating 
more than $600 million per year. 7 

I 


I should now like to turn to descriptions of (1) the proposals received by 
the Fund, (2) the policies under which it operates, (3) the Fund’s review and 
approval procedures and (4) its staffing. 

Since its inception, the Fund has taken under consideration loan proposals 
totaling more than $2.2 billion. Affirmative action has been taken on $267 mil- 
lion, $305 million are no longer under consideration, and about $1.672 million 
are still on hand and under consideration. 

The proposals received by the Fund represent about 400 separate development 
activities on. 4 continents. In. terms of value, the bulk have come from the 
countries of the Near East and south Asia. About 49 percent of the total value 
consists of applications received from south Asia and the Near East, about 15 
percent each from the Far East and from Latin America, and about 21 percent 
from Europe and Africa. 

In terms of the type of facilities involved, proposals for investment in manu- 
facturing enterprises account for about 40 percent of the value. About 17 per- 
cent of the proposals cover power, 25 percent relate to transport and communi- 
cations, about 9 percent relate to food and agriculture, including irrigation, 


about 2 percent deal with mining, and about 3 percent would improve health 
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and sanitation. 
ment, and miscellaneous proposals. 
single largest bloc of proposals has been received for profit-earning manufac- 
turing enterprises, over 42 percent of the total dollar value pertains to projects 


which can be described as economic overhead, e. g., roads, multipurpose dams, 
communications. 


The balance consists of water resources, community develop- 
It is evident from this that although the 


Almost 40 percent of the dollar value of the proposals presented to the Fund 
is for privately owned enterprises. 

The question might well be asked: How valid, or of what importance are 
the $1.7 billion in proposals now under consideration, out of the $2.2 billion 
which have been received? The Fund believes they are all proposals which 
merit serious consideration. 

Many more inquiries have been made to the Fund than are reflected in the 
above totals. For example, hopeful applicants approach the Fund daily in con- 
nection with projects that are clearly inappropriate in terms of its purposes and 
lending criteria. Such inquiries have been excluded from the list of proposals 
under consideration. 

It should also be noted that the Fund does not count as being presently under 
consideration and does not include in the total of proposals on hand, many 
apparently good projects which applicants have discussed with the staff, or 
with United States Embassies or Operations Missions, but for which the De- 
velopment Loan Fund has not as yet received formal proposals. A number of 
proposals which have been referred by the Fund to other banking institutions 
are in the same category. 

The proposals are not all of eqnal quality and many will have to be reinforced 
by additional backup material. While we are convinced that they merit serious 
scrutiny, we anticipate that some will not stand the test of intensive technical 
review and that others will fall by the wayside because financing may be avail- 
able from other sources, because it will not be possible to reach agreement on 
terms, or for other reasons. In this connection, $305 million in proposals are 
no longer under consideration either because they have been acted on unfavor- 
ably, because other institutions are seriously considering the possibility of pro- 
viding the necessary financing or because of insufficient supporting data. 


V 


These proposals have been and are being reviewed in term of criteria estab- 
lished in the legislation as well as others adopted by the Loan Committee. Re- 
flecting provisions in its authorizing legislation, the Fund has established the 
following basic lending criteria. 

(a) The proposed activity must contribute to economic growth in one of 
the less developed friendly countries. 

(hb) It must be economically sound and technically feasible. 

(c) Financing must not be available from other free-world sources on 
reasonable terms. 

(7d) There must be a reasonable prospect for repayment. 

(e) The proposal must be one which will assist free peoples and the coun- 
try involved must not be engaged in shipments proscribed by the Battle Act. 

We have also announced that the Fund generally will not finance credit for 
United States exporters, but will refer such proposals to the Export-Import 
Bank; that it normally will not consider financing working-capital loans, or 
proposals which are essentially for refunding or refinancing. 

A low priority will be given to service industries, to industries which produce 
goods of a less essential nature, and to those which do not earn or save foreign 
exchange. The Fund also expects that private investors who seek financing will 
contribute a reasonable amount from their own resources to the funds required 
for the new investment. 

I can assure you that each proposal before the Fund is being subjected to 
rigorous scrutiny. We recognize that development is a long-term process and 
that we are not required to obligate our funds by any given date. We are, 
therefore, taking the time necessary to assure that each project is technically 
sound, financially feasible, and economically important to country’s growth. 


VI 


I should like to turn now to a description of the review and approval pro- 
cedures we have established. Briefly, the procedure is as follows: 


28282—58—_—-5 
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If, after a loan proposal is submitted, and has been subjected to a preliminary 
review, it is found to be consistent with policy and seems to be economically 
worthwhile and financially sound, it is accepted for intensive study and full 
technical justification is invited. In some cases the proposal may be approved 
in principle at this point and funds earmarked. “Earmarking” is purely in- 
ternal administrative technique which provides assurance that funds will be 
available when and if the proposal is finally approved. This action has no fiscal 
status in a legal sense. But such fund reservation is a necessary measure from 
the standpoint of sound management. 

The prospective borrower then submits such additional justification and in- 
formation as is needed for firm review of the proposal. This information and 
data are then reviewed to determine their engineering, technical and financial 
soundness and feasibility. If a proposal is approved after this examination, the 
Development Loan Fund, following a procedure generally similar to that of the 
Export-Import Bank, advises the applicant of such approval by a formal letter 
of advice which sets forth the basic terms and conditions for DLF financing. 
Before sending the letter of advice, we secure from the loan applicant agreement 
in principle to the basic terms of the loan, and this is stated in the letter of 
advice. By its very nature, this letter of advice constitutes in practical effect a 
commitment by the Development Loan Fund that funds will be provided to the 
borrower if he accepts the additional detailed terms, included in the loan agree- 
ment, which normally will be fairly standardized and made known in advance to 
the applicant. We do not, however, record an obligation of funds on the basis 
of a letter of advice. An obligation is entered on our books only after the tech- 
nical details of a loan are negotiated and a formal loan agreement concluded. 


Vil 


In reviewing, approving and implementing loans—in short in all its activities— 
the Development Loan Fund will not duplicate the activities and personnel of 
other agencies of the Government. Consequently, our staff will be kept modest 
in size. Current plans are to have a staff of about 50 by the end of fiscal year 
1959. At that time, we anticipate that approximately half of our staff will be 
professional, and half clerical and stenographic. 

We are assuming that we can operate effectively with this small staff by using 
to a maximum degree the personnel resources of other agencies of the Govern- 
ment. If this assumption does not prove to be correct, we may be obliged to 
increase our staff somewhat beyond the level currently planned. We anticipate 
that the United States operations missions and embassies will receive applica- 
tions from prospective borrowers, provide necessary information and advice, 
supply appropriate information to interested parties and maintain contracts and 
conduct negotiations with applicants when necessary. 

On the Washington end, it is planned that the ICA will provide services con- 
nected with the implementation of approved loans and that the Export-Import 
Bank will provide the same services which it now performs for the ICA in 
the administration of loans. Both organizations will be reimbursed for such 
services out of the assets of the Fund. It is considered appropriate that they 
perform these functions since they are well versed in, and have the personnel 
required for these activities. 

The Fund will continue to rely on ICA/W for various technical engineer- 
ing services in connection with the review of proposals. In fiscal year 1959, 
ICA will be reimbursed for these services. As appropriate, the technical facilities 
of other Government agencies will also be used on a reimbursable basis. The 
Fund may, for example, call on the Bureau of Public Roads or the Public Health 
Service or the Army Corps of Engineers to survey the technical aspects of private 
engineering and consulting firms. If all necessary engineering and other tech- 
nical services can be obtained from these sources, the Development Loan Fund 
will need only a modest technical staff for coordination purposes. 

By utilizing public and private resources in this manner, it will be possible for 
the Fund to obtain highly competent expert services in a wide variety of fields 
from other sources while holding its own permanent staff to a modest size. The 
Fund will have sufficient staff to secure and evaluate technical, engineering, finan- 
cial and other information bearing on proposals before the Fund, to permit 
independence of judgment in applying the criteria which govern the operations 
of the Fund, to exercise responsibilities for the negotiation of loans and other 


transactions of the Fund, and otherwise to carry out effectively the objectives 
of the Fund. : 
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The staff of the Fund is organized into four distinct operating divisions. An 
Office of Finance and Development is responsible for general financial manage- 
ment and for handling such special problems as loan terms and conditions, pro- 
motion of development banks and private enterprise participation. The Loan 
Operations Office is responsible for preparing the economic, technical and financial 
evalution of proposals before the Fund and for supervising the implementation 
of loans. In addition, the corporation has an Office of the General Counsel and 
an Office of the Secretary. 

VIII 


Under Secretary Dillon has just detailed for this committee the probable dam- 
age to our national security if the $300 million appropriation for fiscal year 1959 
approved by the House of Representatives is enacted into law. In conclusion, 
I should like to summarize my own estimate, drawn from experience in day-to- 
day management of the Fund’s affairs, of the probable impact on Development 
Loan Fund operations if the action of the House comes to represent the final 
action of the Congress. 

If the Congress appropriates $300 million in fiscal year 1959 funds for the 
Development Loan Fund, its operations will suffer in the following principal 
ways: 

1. The Fund will be forced either to curtail new lending about midway in 
fiscal year 1959, or to cut back drastically the present level of operations. As I 
have already indicated, the Development Loan Fund is currently using up its 
funds at the rate of about $600 million per year. The $300 million already ap- 
propriated for use beginning in fiscal year 1958 is effectively used up right now, 
after 6 months of actual operations, through loan approval actions. Conse- 
quently, the $300 million recommended by the House Appropriations Committee 
would last for about the first 6 months of the next fiscal year, if the Fund con- 
tinues to act on loans at the present rate. 

2. The Development Loan Fund will be able to finance no more than about 10 
percent of the worthwhile proposals placed before it. It now has on hand about 
$1.7 billion in apparently sound proposals submitted from the less developed 
countries. Virtually no funds are now available to process these applications. 
Furthermore, the Fund anticipates at least $1 billion of additional proposals 
during fiscal year 1959. Thus, if the Congress appropriates $300 million, the 
Development Loan Fund will be able to take action on roughly 10 percent of 
the worthwhile proposals placed before it. 

The Fund has demonstrated its capability for financing sound proposals at a 
rate of at least $600 million per year. If provided with resources adequate to 
the needs of the underdeveloped areas and up to its own capabilities, I firmly 
believe that the Fund can do a constructive job to the benefit, not only of the 
peoples in the underdeveloped countries, but also to the people of the United 
States. 

STATEMENT OF HON. LEWIS W. DOUGLAS 


Chairman Haypen. Hon. Lewis W. Douglas, of Arizona, has pre- 
pared an excellent statement relating to foreign aid and foreign trade 
entitled “Will We Repeat the Errors of 1929 and 1930?” Without 
objection I will insert the statement in the record. 

(The statement referred to follows:) 


Witt WE REPEAT THE ERRORS OF 1929 AND 1930? 


There is one very important aspect of the foreign aid and foreign trade issues 
which has not, perhaps, received the attention it deserves. This aspect of the 


. two interrelated and intimately associated issues has to do with the effect of our 


policies on the stability of the international structure of exchange rates of for- 
eign currencies in relation to the dollar and the adverse consequences on the 
level of our own internal economic activity that are generally generated by a 
depreciation or a threat of a depreciation of foreign currencies. These adverse 
effects can be especially widespread when a world currency like sterling, in 
which some 50 percent of the commerce of the world is transacted, depreciates 
against the dollar. 

There is a vast difference between a “hard” or strong currency and a world 
currency. The Swiss franc, for example, is a “hard” currency, yet fluctuations 
in its exchange rate have little, if any, influence on world trade or our own 
position. On the other hand, although sterling cannot now be termed a “hard” 
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currency, it is the medium for the transaction of so much of the world’s com- 
merce, depreciation of the pound or the imposition of exchange restrictions on 
its use usually has the effect of shrinking the volume of trade and, accordingly, 
of aggravating any downward movement of economic activity. To this geueral 
influence of sterling on the level of production and the volume of trade we at 
home are not ordinarily immune. 

A brief review of the policies and behavior of this country during the twenties, 
culminating in the abandonment of gold by the British in September 1931, will 
silhouette sharply and unmistakably the possible consequences to us of a depre- 
ciation of sterling in the present and immediately foreseeable economic environ 
ment. 

We emerged from World War I as a great creditor nation with an economy of 
impressive magnitude. This was a complete reversal of our prewar position 
and made it essential that other countries earn more dollars if, over long 
stretches of time, international payments were to be in substantial balance and 
stability of exchange rates was to be maintained. 

Shortly after the termination of the war we reversed the trend toward lower 
tariffs established by the Underwood Tariff Act. We enacted into law the emer- 
gency tariff schedules of 1921 and the Fordney-McCumber Tariff Act of 1922, 
the highest tariff we had ever before known in our history. This made it that 
much more difficult for our debtors to earn the dollars necessary to pay interest 
on and to amortize their debts to us, to produce an equilibrium in international 
payments and to maintain orderly markets for foreign exchange. 

This difficulty, however, was obscured by the relatively large volume of foreign 
leans which we made during the twenties, after the war was over, principally 
on private account and, in Europe, principally to middle European countries, in- 
cluding Germany. The other major factor, among others, which concealed the 
difficulty from public notice was the steady migration of gold to the United 
States during the entire period. This depletion of the gold and dollar reserves 
of other countries made foreign currencies more vulnerable to the strains which 
the depression of the late twenties and early thirties was later to produce. 

When the stock market broke in the autumn of 1929, foreign investment and 
the export of dollars came to an abrupt halt. The fundamental weakness of the 
international monetary mechanism began shortly to become apparent. 

Meanwhile, in 1929, the Hawley-Smoot Tariff Act with its broad increase in 
protective duties had been passed and, in 1930 and 1931, was followed, on the 
part of other countries, by a series of retaliatory tariffs and other restrictions 
on American exports. These actions produced a further reduction in the dimen- 
sions of worldwide markets, a diminution in the size of our own markets and 
they made it even more impossible for our debtors to earn the dollars necessary 
to service their debts to us and to preserve orderliness in the exchange markets. 

The sharp termination of the export of dollars abroad in 1929, combined with 
the accumulated impediments standing in the way of earning dollars by foreign 
countries, contributed much to the collapse of the Credit Anstalt in Austria, the 
consequent inevitable withdrawal of short-term balances from the Bank of 
England, the exhaustion of Britain’s gold reserves, and the inescapable abandon- 
ment of gold payments in September 1931. 

The depression here, though intense, had been, up to September 1931, manage- 
vble. But the depreciation of sterling in the fall of 1931 produced a further 
shrinkage of markets and reinforced, if it did not generate new, powerful de- 
fiationary forces here at home. Prices continued to plummet downward, copper 
quickly fell to 5 cents a pound, cotton behaved similarly, profits evaporated, 
real estate values withered, the stock market fell by as great a percentage as had 
been the decline during the preceding 2 years, bond prices diminished, unemploy- 
ment rose from 614 million to 11144 million—all within the short span of approxi- 
mately 6 months. And within a period of 17 months unemployment had reached 
the huge figure of 1414 million. The events of the autumn of 1931 made the 
depression thereafter unique in intensity in the history of more than 100 years. 

The sharp deterioration in all values during the short stretch of time after 
September 1931, coming on top of the deterioration that had already taken 
place, dampened any forces of recovery that may have existed, aggravated the 
deflationary influences and laid the foundation for the credit crises, the banking 
moratorium, and the economic demoralization of early 1933. 

It is interesting to observe, too, that when the pound was devalued in 1949 
we were going through a recession which would likely have been more intense 
bad we not, as one of the consequences of the Marshall plan, restored in part 
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the inadequacy of dollar reserves of other countries which a series of develop- 
ments, including the war and the massive quality of our economy, prevented our 
allies from earning through their own efforts. The Korean war, however un- 
wanted, cruel, and unpleasant, probably also produced a new though artificial 
stimulus to our industrial activity. 

This brief account leaves unmentioned many subtle deviations from the main 
course of developments and it is doubtless, therefore, an over-simplification of 
the effects of the events of the twenties and thirties on the international mon- 
etary system with their unfortunate and grave consequencies to our own internal 
economic welfare. But the omissions do not obscure the clearly silhouetted in- 
fluence that we experienced and that may be the result in the future of the 
depreciation of other currencies and especially of world currencies on our own 
internal economic estate. 

This experience should be an important consideration in the present circum- 
stances when the Congress is considering appropriations for foreign aid and 
the extension of the reciprocal trade legislation. It helps to identify the alterna- 
tive courses open to us. 

We can abandon our efforts to reduce the barriers to trade and we can reduce 
sharply or eliminate appropriations for foreign aid. 

Or we can reduce our tariffs substantially and quickly enough to permit 
other countries, through the enterprise of their nationals, to earn enough dollars 
to preserve stability of exchange rates of foreign currencies or at least of the 
most important world currencies. 

Or, finally, we can pursue a course of gradual reduction of interferences with 
the flow of trade and appropriate enough funds for foreign aid to insure us 
against the probable unpleasant internal consequences of depreciation of major 
world currencies against the dollar. 

The first of these three alternative courses could well convert the present 
recession into a depression of considerable severity with all the social, political, 
and economic consequences which would follow in its wake. 

The second of the three alternative courses seems to be unreal. It is most 
unlikely that we will reduce tarffs rapidly enough and drastically enough to 
achieve stability in exchange rates. The immediate readjustments following in 
the wake of such a drastic course might, in the short term, create economic strains 
and stresses almost as serious as those which would result from a disturbance 
in the structure of exchange rates. 

The third course is by far the more prudent one for us to follow. It contem- 
plates a gradual reduction of our own protective barriers in consideration for 
compensating reductions elsewhere of barriers, including, it is hoped, exchange 
restrictions and it provides for the export of dollars in the form of foreign aid 
which the artificial interferences with the flow of commerce make it so difficult, 
if not impossible, for others to earn on a sufficient scale. It, therefore, tends to 
insulate us against the probably serious results of a devalution of foreign cur- 
rencies. 

It is not so necessary that these dollars be supplied to western European coun- 
tries. What is important is that, wherever expended, they find their way into 
the main stream of international transactions. 

The third course is especially valid in the existing circumstances. We are in 
a recession. We are now a far greater creditor nation and a far greater exporter 
with a far greater surplus in international payments than we were after World 
War I. The volume of dollars, which other countries must earn in order to 
preserve stability of exchange rates, is, accordingly, much greater than it was 
in the twenties. To terminate foreign aid or to reduce it substantially, and there- 
by to refrain from attempting to maintain a reasonable balance of payments, 
would be to repeat the mistakes of 1929 and 19380 and to run the grave risk of 
converting a relatively mild recession into a depression of wide dimensions. 

It is not necessary to refer to the shadow of Soviet ambitions, their confi- 
dence that our system will break down from within or to their talents for exploi- 
tation, in order to establish our deep national self-interest in the orderly operation 
of the international monetary machinery. The consequences to our own internal 
economic system—unemployment on a large scale—the discontent that it would 
produce—the costly devices that would be improvised to counteract the shocks of 
a major depression that would probably follow in the wake of a depreciation 
of foreign currencies—all lead to the conclusion that it is more prudent to export 
dollars on Government account in order to preserve the international structure of 
exchange rates than to run the hazard of a depression of major proportions with 
its toll of human values and national resources. 
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That the Atlantic alliance would be seriously impaired, if not shattered, by a 
serious economic convulsion here at home can hardly be successfully denied. The 
consequences in the Middle Bast, Africa, and in all the raw material-producing 
areas might gravely affect the whole western community of nations. 

These are considerations which add additional weight to the naked economic 
aspects of the question. 

Until we shall have reduced tariffs sufficiently to enable others to earn enough 
dollars and until the international environment and the policies of some other 
countries are hospitable enough to foster, on private account, a relatively steady 
investment of dollars abroad in order that international payments may be main- 
tained in reasonable balance, it is in our national self-interest to export sufficient 
dollars on Government account to insure us against unstable, volatile rates of 
exchange and a further contraction of our own markets. 


RECOMMENDATION BY SENATOR SMATHERS 


Chairman Haypen. Senator Smathers has written to the committee 
recommending an appropriation of $25 million to be utilized to pro- 
mote health, education, sanitation, and land resettlement projects in 
Latin America. Without objections the communication from Senator 
Smathers will be inserted into the record and I will ask the representa- 
tives from the International Cooperation Administration to present a 


statement for the record on the amounts in the House bill for this 
purpose. 


(The material referred to follows :) 


TNITED States SENATE, 
COMMITTEE ON FINANCE 


June 16, 1958. 
Hon. Cart HAYDEN, 


Chairman, Committee on Appropriations, 
United States Senate, Washington, D. C. 


Deak Mr. CHAIRMAN: The recent visit by the Vice President to Latin America 
focused public attention on the deterioration of our relations and stressed the 
urgent need for a reexamination of our foreign policy with respect to this area 
of the world. 

The serious threat of the Soviet economic offensive launched in Latin America 
is of major concern to all of us. A great deal of the success being accomplished 
by the Communists is undoubtedly attributable to an attitude on our part, over 
a long period, of taking the loyalty and friendship of Latin America for granted. 
The Congress has not been unmindful of the seriousness of the situation. 

Last year the Congress enacted section 400 (b) of title IV of the Mutual 
Security Act, which authorizes an appropriation of $25 million for the purpose 
of promoting the economic development of Latin America. This was a continu- 
ation of a program which the Congress adopted the preceeding year except for 
increasing the amount from $15 million to $25 million. Funds appropriated 
under this section are to be utilized to promote health, education, sanitation and 
land-resettlement projects. It is a special economic development program for 
the area, 90 percent of which is on a loan basis. 

The original appropriation of $15 million has already been utilized. The 
good done there and the overall good will engendered has been enormous. 

Last year the Senate appropriated $20 million for this purpose. Unfortu- 
nately, the House did not appropriate any funds on the theory that the world- 
wide special assistance and development loan programs were adequate. Con- 
sequently, the $20 million appropriated by the Senate was deleted in confer- 
ence. This authorization, up to the amount of $25 million, is currently out- 
standing. 

There is little likelihood that the worldwide development loan funds will be 
utilized for projects of the nature contemplated under section 400 (b) since 
priority is given to hydroelectric, transportation, and similar programs. None 
has thus far been granted, and indications are not hopeful. To insure that 
Latin America receives the attention intended by the Congress and not be 
required to stand last in line (as has always been the case in the past), I 
believe it is essential that your committee recommend an appropriation of $25 


million to continue this worthwhile program, which met enthusiastic approval 
by Latin American Republics. 











~ & 


. ~~ 


e 
l- 
r 
dd 
id 
yr 


1e 


u- 
d- 
n- 
T- 
it- 


ce 
ne 
at 
be 


25 
ral 


MUTUAL SECURITY APPROPRIATIONS, 1959 69 


The Latin American people have been and still are our friends. They have 
helped us in time of war and have been our political and economic friends in 
peace. They seek our help in the solution of problems which beset them. Be- 
cause of their demonstrated loyalty and friendship to us, they are entitled to 
consideration separate and apart from that given to other areas of the world. 
The program authorized under section 400 (b) gives them this particular con- 
sideration. It provides for a program which Latin America desires and needs. 
It is no giveaway. The funds loaned will be repaid. It is a program which will 
assist the area in ridding itself of disease, illiteracy, and pestilence, breeding 
grounds upon which Communist ideology flourishes. It is a program which will 
operate to the mutual economic advantage of the United States and Latin Ameri- 
ea. Itis a program which has demonstrated its effectiveness in generating good 
will between us and our neighbors to the south. By providing appropriations 
for its continuance, we can strike a real blow at the Communist economic trade 
offensive now making headway in that area of the world. 

I sincerely urge your committee to recommend an appropriation of $25 million 
authorized by section 400 (b) to continue this especially tailored program of 
loans to Latin American countries to carry on the promotion of health, educa- 
tion, Sanitation, and land-resettlement projects. 

Sincerely yours, 
JEORGE SMATHERS, 
United States Senator. 


REPLY BY DEPARTMENT 


STATEMENT ON AMOUNTS PROPOSED FOR PURPOSES RECOMMENDED BY 
SENATOR SMATHERS 


The Mutual Security Act of 1958 (Public Law 85-477) retains the authorization 
in section 400(b) of title IV of chaper II for an appropriation of not to exceed 
$25 million for the purpose of promoting economic development in Latin America. 
However, the mutual security appropriation bill for fiscal year 1959 (H. R. 13192) 
passed by the House of Representatives July 2, 1958, appropriates no funds pur- 
suant to this authorization. 


LeTTeR From JoHN C. CASE 


Chairman Haypven. The committee is in receipt of a communication 
from Mr. John C. Case, office of the trustee, the American University 
of Beirut, together with a prepared statement requesting an appropri- 
ation of $20 million to assist the university in its efforts to increase its 
ability to fight communism in the Middle East. I will place the letter 
and statement in the record and ask the representatives of the Inter- 
national Cooperation Administration to submit for the record a state- 
ment of the position of the executive branch on this subject. 

(The documents referred to follow :) 


THE AMERICAN UNIVERSITY OF BEIRUT, 
New York, N. Y., May 22, 1958. 
Hon. Cart HAYDEN, 
Chairman, Senate Appropriations Committee. 


DeAR SENATOR HAYDEN: I am John Case, the chairman or the board of the 
American University of Beirut. On May 6 I appeared before the subcommittee 
of the House Appropriations Committee, Mr. Otto Passman, chairman, in the 
interest of the University of Beirut. Specifically, I appealed for $20 million 
at this time to assist the American University of Beirut in its efforts to increase 
its ability to fight communism in the Middle East. 

Enclosed herewith is a statement which I hope sets forth in a convincing 
manner the urgent need for this assistance. I have also included estimates of 
total needs over the next 3 to 5 years showing how any funds made available 
will be expended. 

I am firmly convinced that only through education can we successfully fight 
communism, and the American University of Beirut is the ideal instrument to use 
in this fight. The university has the unqualified support of the State Department, 
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the CLA, and I believe any Member of Congress who has visited the area and had 
an opportunity to see personally the fine work being done by the university. 

I plan on leaving for Europe and the Near East on the 29th of May and sin- 
cerely hope that the enclosed information will be sufficient for you and your 
committee to include and support the American University of Beirut’s request 
for capital funds. However, should you want me to appear personally, I will 
be glad to return at your convenience. 

Last year you included $10 million for this purpose in the Mutual Security 
Appropriations Act of 1958. However, expenditure of money for this purpose 
was excluded by inclusion of section 107 in this act. I understand that no 
attempt will be made to have this provision included this year and sincerely 


hope you and your committee can support the American University of Beirut’s 
request for funds. 


Sincerely, 
JOHN C. CASE. 
THE AMERICAN UNIVERSITY OF BEIRUT 


In substance this paper is identical with the testimony presented to the 
Appropriations Committee of the House of Representatives by John C. Case, 
chairman of the board of trustees of the American University of Beirut on May 6. 
It has been rearranged and simplified. 


HISTORY 


The university was founded in 1867 by Dr. Daniel Bliss as the Syrian Protest- 
ant College. The medical school was founded a few years later. In 1921 the 
name was changed to the American University of Beirut. 


THE UNIVERSITY 


The institution is now a private nonsectarian university with 4 major schools: 
Arts and sciences, medical sciences with its own hospital and schools of phar- 
macy, nursing and public health; agriculture with its experimental farm, and 
engineering consisting of the 4 faculties of mechanical, civil, electrical and 
architectural engineering. 

Associated with the university and on the same campus is International Col- 
lege, a preparatory school with 1,600 students. Because of the poor prepara- 
tion of students coming from much of the area, this association with a prepara- 
tory school is necessary. 

It is planned to move the school to its own campus as soon as the necessary 
money can be raised. This move is strongly supported by the AUB which needs 
the space and buildings now occupied by IC for the development of its dormitories 
and recreational facilities. 


PLANT 


The schools of engineering and agriculture, having been added since the war 
with funds obtained from the Ford Foundation and the oil industry, are housed 
in modern functional buildings with adequate space for classrooms, laboratories, 
faculty offices, and rooms for students for rest and study. 

The school of arts and sciences occupies a group of attractive-looking old 
buildings without heat, inadequately lighted, with poor acoustics and over- 
crowded. The upper floors of several of these buildings are used as dormitories, 
The administration building is inconvenient, unheated, and congested. The cafe- 
teria and kitchens are located in this building. 

The hospital compound with doctors’ offices is across the street from the main 
campus in a number of old and inefficient buildings, uneconomical to operate and 
unsuited to the needs of the university today. Electric current has been short 
both for laboratory and lighting purposes, but a new powerplant is now being 
built and the entire university rewired with funds borrowed from the endow- 
ment fund. 

Facilities for recreation and extracurricular activities are sadly lacking and 
only 25 percent of the male students can be housed on the campus. There are 
some 400 women students and dormitories for those who do not live with family 
or relatives in Beirut are now under construction with money supplied two- 


thirds by Shell Oil Co., the remaining third being borrowed from the endow- 
ment fund. 
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AREA SERVED 


The student body of some 2,200 undergraduates is drawn from over 40 coun- 
tries, including all of the Arab States of Asia and North Africa, Iran, Pakistan, 
Indonesia, Afghanistan, Ethiopia, and several Huropean countries and the United 
States. There are some 70 American and European students. Thirty religious 
sects are represented. 


FINANCIAL SITUATION 


The operating expenses for the current year as a result of extreme economy 
will be about $5,500,000 against a budget of $5,800,000. Budget requests for 
next year amount to $6,100,000 but every effort will be made to hold expendi- 
tures to the amount of estimated income, viz $5,900,000. Capital expenditures 
for the 2 years will result in a deficit of about $1 million. 

Sources of income for the year 1958-59 are estimated as follows: 


Tuition, sale of services hospital, ete... lec a $2, 177, 000 
PeetowiietR 35 oii i te UL ga Se ELS oe 295, 000 
OA training ‘couttact.. x. bccn ee ee ee 1, 540, 000 
Ford Foundation, final year of grant____.____--__---__-_--_____ LJ 850, 000 
Rockefeller Foundation, 2d year of 10-year grant_________________- ; 500, 000 
Gu tmddetry..... sane lied ie. oe. 450, 000 
Gther gifts for current! eipenee nck. ..c Gedo ne a ee 258, 000 

Total. cc4ekcusthotseestee ss SS ee 5, 910, 000 


Much of this income is in the form of annual grants and therefore insecure. 


Income should be raised in the order of $1 million annually to provide the 
quality of education to which we aspire. 


CAPITAL REQUIREMENTS 


A careful survey of building and equipment needs has been made and a list 
of the projects which should be completed within 3 to 5 years is given below 
with comments on the urgency of the need. The California State architect is 
now in Beirut to study the campus and our master plan, and to lend his ex- 
perience in this field to the university architect. The total estimated cost 
will be over $15 million. 

The most serious situation exists in three general areas, viz., first: Arts and 
sciences; second: Dormitory and facilities for social development; and third: 
Hospital and medical sciences. 


ARTS AND SCIENCES 


The creation of the schools of engineering and agriculture since the war has 
resulted in a great increase in the number of students in arts and sciences in the 
freshman and sophomore years, particularly in the field of the natural sciences. 
Classrooms, faculty offices, and laboratories in the arts and science area are all 
either in bad shape or completely inadequate from a space point of view. The 
situation here is desperate. New buildings for the sciences are essential and 
the old buildings must be remodeled to provide suitable classrooms and faculty 
offices for the arts school. We have applied to several foundations and corpo- 
rations for the money for a new science group—so far without success. 


DORMITORIES, ETC. 


In the Middle East where practically all of the students come from a com- 
pletely foreign social and religious environment, the students should be housed 
on the campus, have adequate facilities for clubs and recreation so that they may 
learn to know each other—especially their American and Furopean fellow stu- 
dents, and where they can be kept under the influence of advisers who have 
thorough knowledge of their background and needs. The construction of dormi- 
tories and a student-life building are of the utmost importance, and since there 
is a season during the winter when the athletic field cannot be used, a gymnasium 
is of much greater importance than would be the case in other areas. 


MEDICAL AND HOSPITAL 


We are under tremendous pressure to improve the quality of facilities and in- 
crease the space for private patients since this is the only first-class hospital in 
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the area. We have just had a survey made by a firm of hospital consultants who 
recommend radical reconstruction of the whole hospital at a cost of $1,600,000 
instead of spending approximately $600,000 on a patchwork job which would 
perpetuate a setup with high operating costs. 

We are now discussing with the Rockefeller Foundation terms for a 5- to 10- 
year grant for improving the quality of medical teaching by raising salaries, 
adding high-grade faculty and providing ample time and resources for research. 
We will have to finance any construction and equipment necessary, and at the 
end of the grant period will find ourselves with a much better, but much more 
costly operation than we now have. We are assured that if we have the quality 
of faculty and graduate students, and the necessary facilities, we will be able 
to obtain research grants which will must more than carry the extra cost. The 
medical school buildings in any event will require substantial expenditure and 
we propose to redesign, rehabilitate and add units to produce an efficient modern 
physical plant. The total cost of medical school and hospital modernization will 
be about $4 million. 

A grant for this purpose may be considered aid to education, but at least the 
hospital and public-health facilities can be considered a health and social con- 
tribution not only to Lebanon but to the whole Middle East. 


American University of Beirut, capital needs 


Projects under way and approved, 1957—59 but not financed: 
FRNA ON SA iin a 
To complete engineering laboratories 
Oe OO ns ee eT ee 
Ring mains and steam lines 


eS EE een) el) ET 
$1, 000, 000 
Arts and science school: 
i ie $250, 000 
Be SE ae le ae ea a 400, 000 
Classrooms and faculty offices__.........._..._______ 1, 000, 000 
Re ge ls elie nial. sicacnsmcainchienonesniduhicvantstaaaaesiin 200, 000 
1, 850, 000 
Remodeling, deferred maintenance: 
a a a a 100, 000 
TR teas la inten 300, 000 
aca 5 reeeapeeenianceeiad cots 75, 000 
isin tii hates Bil aes ade mamas 40, 000 
I i See ait i i eat 75, 000 
OI hil ht ncies ene cums emsngplonpn aap eT eeagekig tata attain 45, 000 
NN a tee henatinte esc tnetepmmtsbin st minnie teeeubdinn 25, 000 
TE SI Toi. trite eadncgtembesatnntgeiaibastimdedecdgdidiidgeieie 110, 000 
770, 000 
Recreation and dormitories: 
inition yaad beasidiged piven Bieta 4, 000, 000 
I i UU ia siesta eg lac igo 100, 000 
ht ating ile Sarin erirelinhaglin ghia een lili 300, 000 
I IN iid tinactoaicpm ensanec inten atinpieibighdoen ties EM Lic 50, 000 
a Nl ee Ss 350, 000 
————_ , 700, 000 
ONG se i ee ee es Se eee as 450, 000 
General campus: 
Administration building... 22 sn esiecidecsunsedsc $150, 000 
Corporate yard, roads, grounds____-__-_-..-..-__-__ 250, 000 
400, 000 
Hospital and medical sciences: 
NNR oid ie Masi ie danas deel i 1, 600, 000 
Medical teaching, research..._..................-..~...=- 2, 400, 000 


————-_ 4, 000, 000 

Equipment—Replacement and additions for all schools over 3 years_ 574, 000 
Equipment is written off to expense on our books and is so con- 

sidered by ICA. We had hoped for annual support for this purpose 


from ICA but have been unable to obtain grants because of lack of 
funds. 
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Unless the International College can obtain the money it needs to move to its 
new location our own requirements for dormitories will be increased substan- 
tially above the figures mentioned. 


OBJECTIVES 


The trustees believe that the university has been and is a most important 
source of American influence in the Middle East and that this influence can be 
greatly increased. 

Large numbers of Arab students are going to the best American, English, and 
Buropean universities, and lately they have been offered free transportation, 
board, and tuition at Russian universities. The wisdom of sending undergrad- 
uates, mostly immature boys, to the modern western world with its completely 
different social and religious backgrounds is questionable, but these students are 
seeing the best the West has to offer in the way of educational facilities and are 
making comparisons with the AUB. It is therefore essential that both facilities 
and education at the AUB, which stands for American education in the eyes of 
the Arab world, be raised to a high level. 

It is not our intent to expand the size of the university greatly beyond its 
present numbers since we feel that it should be a model for the national uni- 
versities which are developing in the area, and a training ground for faculty for 
those universities which in the course of time should assume the educational 
burden. The problem of the national universities is not one of money which is 
made abundantly available by their governments, but of obtaining suitable fac- 
ulty and maintaining high standards. 

In the developing climate of education in the Middle East the main contribu- 
tion of the AUB should therefore be to become a center of academic and profes- 
sional excellence, thus blazing trails of development in these fields for others to 
follow and to attract people of great ability and brilliant minds who would even- 
tually become leaders in their own countries. Such excellence can be achieved 
only, as already explained, by building up the physical plant of the university in 
buildings and equipment toward the highest possible standard and by attracting 
faculty of recognized ability and worth. Unless such excellence is achieved the 
great influence of the university will necessarily decline, and with it much of 
our prestige. 

FINAL REMARKS 


Every penny spent in building up the plant of the university constitutes direct 
aid to Lebanon. The materials are largely local, labor entirely so. Ade 
quate facilities will make the university even more of a center than it now is for 
research on basic Near East problems of health, agriculture, and economics . The 
product of the university goes out into the Arab world. 

We must find our $15 million for the construction and equipment listed above 
and add $20 million to our endowment to provide the quality of operation which 
is needed, and to give reasonable security. 

We are planning a stepped-up campaign to raise money from new sources, 
individuals, small foundations and business, and are confident of reasonable 
success. We cannot, however, expect to obtain the large sums needed from these 
sources in the face of the great needs of, education and charities in this 
country. Only United States Government help can insure the continuance of 
this most valuable arm of American policy and influence in the most vita] area 
in the world today. 

At this time we are therefore respectfully requesting the United States Con- 
gress to make an unconditional grant of $20 million towards the needs men- 
tioned above. If granted we propose to use $10 million for the most urgent 
physical needs and add $10 million to the present small endowment. 
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REPLY BY DEPARTMENT 


The executive branch is sympathetic to the needs of the American University 
of Beirut. It is not in favor, however, of assistance in the form of endowments, 
believing it more appropriate to restrict whatever assistance is extended to 
meeting current needs including improvement of facilities. 

The executive branch feels that the $10 million as now authorized by section 
400 (c) of the Mutual Security Act of 1958 would permit substantial assistance 
during this fiscal year not only to the American University of Beirut but to other 
schools of similar character as well. 


RECESS 


Chairman Haypen. The committee will meet at 10:30 tomorrow 
morning. 

(Whereupon, at 12:40 p. m., Tuesday, July 8, 1958, the committee 
recessed to reconvene at 10:30 a, m., Wednesday, July 9, 1958.) 
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WEDNESDAY, JULY 9, 1958 


Unrrep Strares SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The committee met, pursuant to recess, at 10: 30 a. m., in room F-37, 
the Capitol, Hon. Carl Hayden, chairman of the committee, presiding. 
Present: Chairman Hayden, Senators Ellender, Robertson, 
Bridges, Saltonstall, Young, Dworshak, Dirksen, and Ives. 


MUTUAL SECURITY PROGRAM 
Drrense ASPECTS 


STATEMENTS OF HON. NEIL H. McELROY, SECRETARY OF DEFENSE, 
AND GEN. NATHAN F. TWINING, CHAIRMAN, JOINT CHIEFS OF 
STAFF; ACCOMPAIED BY HON. MANSFIELD D. SPRAGUE, ASSIST- 
ANT SECRETARY OF DEFENSE, INTERNATIONAL SECURITY 
AFFAIRS (ISA); OLIVER M. GALE, JR., SPECIAL ASSISTANT TO 
THE SECRETARY OF DEFENSE; CAPT. W. C. MOTT, UNITED STATES 
NAVY, MILITARY ASSISTANT TO THE CHAIRMAN OF THE JOINT 
CHIEFS OF STAFF; JOHN L. HOLCOMBE, DIRECTOR, OFFICE OF 
PROGRAMING AND CONTROL (ISA); COL. JOE M. WHITFIELD, 
DEFENSE COORDINATOR FOR MILITARY ASSISTANCE PROGRAM 
CONGRESSIONAL PRESENTATIONS ; MARKLEY SHAW, COMPTROL- 
LER, INTERNATIONAL SECURITY AFFAIRS, DEPARTMENT OF 
DEFENSE; ROBERT G. BARNES, SPECIAL ASSISTANT FOR MUTUAL 
SECURITY COORDINATION; SEYMOUR WEISS, DIRECTOR FOR 
MILITARY ASSISTANCE COORDINATION, DEPARTMENT OF STATE; 
AND J. E. MURPHY, CONTROLLER, INTERNATIONAL COOPERATION 
ADMINISTRATION 

GENERAL STATEMENT 

Chairman Haypen. The committee will be in order. 

We have as witnesses today, the Secretary of Defense, Mr. 
McElroy, the Chairman of the Joint Chiefs of Staff, General Twin- 
ing. Each of them has a very brief statement. We will let you 
present your statements and then we will ask questions. 

Secretary McElroy, we will be glad to hear from you. 

Secretary McExroy. I am glad to have an opportunity to appear 
before you in support of a program which is of great importance to 
the overall defense of this Nation—the mutual security program. 

75 
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Here with me today is General Twining who is prepared to ex- 
plain the vital importance to United States security of the forces of 
our allies which benefit from our military assistance. 

Also here with me is Assistant Secretary of Defense Sprague, who 
I understand will appear before your committee in subsequent ses- 
sions to provide you with details on the military assistance program. 


URGENT NEED FOR FUNDS 


Addressing myself to the defense aspects of the mutual security 
program I want to stress with grave emphasis the urgent need for 
the appropriation of funds to carry out in full the program authorized 
for fiscal year 1959 by the Congress. This will permit a continuation 
of the buildup of allied forces toward the achievement of the 
minimum military objectives established by the Joint Chiefs of Staff. 

We are living in a period when enormous destruction would result 
from total war between the United States and its chief world com- 
petitor. We and our allies are determined to maintain such power 
and such readiness that it will be clear to any potential attacker that 
the price of a massive surprise attack on us would be a counterblow 
of such effectiveness that it would be unacceptable. So long as we 
are able to maintain this position, we believe that the likelihood of all- 
out nuclear warfare will remain relatively remote. 


COMMUNIST ACTIVITY 


But this does not mean that communism will abandon its avowed 
objective of world domination. We can expect it rather to intensify 
efforts in other fields which in its view the price of conflict would not 
be so high. 

Increasingly in the Middle East, Africa, and Asia the Communists 
are resorting to economic penetration, subversion, threats of local 
ageression, and infiltration. 

The answer to the purely military threat from communism is two- 
fold. First, and most important, is the capability of the United 
States, principally through the Strategic Air Command, to retaliate 
quickly and effectively against a massive nuclear attack. 

Second is the capability to meet local aggression. The United 
States maintains, in all services, mobile forces which can be effectively 
Sr to meet loca] situations which might require military action 

y us. 


RELIANCE ON ALLIED FORCES 


However, a major part of our reliance against local aggression 
around the periphery of the Sino-Soviet bloc must rest with strong 
allied forces including those joined with us under the collective se- 
curity defense system—North Atlantic Treaty Organization, South- 
east Asia Treaty Organization, the Baghdad Pact, and additional bi- 
lateral arrangements with countries like Japan, Korea, Taiwan, and 
Vietnam. 

The importance of these forces is illustrated by the fact that while 
there are 5 United States divisions in Europe, there are over 30 allied 
divisions; that while there are 2 United States divisions in Korea, 
there are over 18 Korean divisions; and while there are no United 
States combat elements in Turkey, there are 20 Turkish divisions. 
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In NATO planning, the effectiveness of United States Air Forces 
assigned to the Supreme Allied Commander, Europe, is greatly en- 
hanced by the power of the allied air forces which outnumber our air- 
craft by a ratio of about 3to1. Allied naval units effectively supple- 
ment the capabilities of the United States Navy in antisubmarine and 
convoy roles in addition to safeguarding their own coastal waters. 

In planning the military structure needed to support United States 
strategic concepts, the Joint Chiefs of Staff ry heavily on such 
Allied military forces. Most significant is the fact that with minor 
exception all military assistance is and will continue to be furnished 
in support of military objectives recommended by the Joint Chiefs of 
Staff. This fact underscores the importance ai program’s con- 
tribution to United States security. 


GROWTH OF ALLIED FORCES 


The significance of allied forces with whom we are today joined in 
collective defense is indicated by their growth since 1950; their army 
ground forces have increased .from 314 million men to 4.7 million, 
a rise of 34 percent. Combatant naval vessels in their forces have 
increased from 1,200 to 2,500, a gain of over 100 percent. 

Aircraft in their forces increased from 16,000 conventional and 600 
jets to 18,000 conventional and 14,000 jets, a twenty-three-fold in- 
crease in jets. Moreover, in the intervening 8-year period there have 
been vast improvements in training, equipment, morale, and leader- 
ship which apply to all of these forces. 

The importance of these forces cannot be measured solely in tangi- 
ble military capability. Intangible factors are of equi al importance, 
for Allied will and determination to resist aggression is a highly sig- 
nificant factor in the enemy’s assessment of the cost of aggression; 
and the effectiveness of their own military forces is a critical factor 
in Allied determination to resist aggression. 


ALLIED EXPENDITURES FOR ASSISTANCE 


A major part of the increased strength of our collective position 
overseas is due to the efforts of the Allies themselves. Since 1950 
allies receiving military assistance from the United States have spent 
more than $5 for every $1 of such assistance. In fact, their 1957 effort 
was at the higher rate of the equivalent of almost $7 for every dollar 
of military assistance. 

Neverthless, it is the military assistance program which initially 
generated and now significantly contributes to m aintenance of our 
allied military strength. The program of defense support is a vital 
corollary to military assistance. Eighty percent of those funds go to 
six countries on the periphery of the Soviet bloc—Greece, Turkey, 
Pakistan, Vietnam, Taiwan, and Korea. Without such assistance 
these countries could not maintain the military strength made neces- 
sary by virtue of their geographical position. 


OVERSEAS BASE SYSTEM 


Apart from such Allied forces, another vital aspect of the collec- 
tive-security system is found in the overseas land, sea, and air installa- 
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tions, of which there are over 250, made available to us by allies for 
the forward deployment and support of our defense capability. 

The military assistance program has been a major factor in estab- 
lishing and maintaining this essential base system, which helps insure 
that the Communists cannot launch a surprise attack that could 
cripple our retaliatory capability at one blow. Against the threat of 
local aggression, such bases provide forward positions for support of 
our naval forces and enable us to locate ground and tactical air 
forces close to potential trouble spots. 

An important recent development in this connection is the agree- 
ment between the United States and the United Kingdom for the de- 
ployment of intermediate range ballistic missile squadrons on British 
soil, manned by British personnel on bases provided by them. 

In addition, you will recall that at the NATO heads of govern- 
ment meeting last December it was unanimously decided in principle 
that intermediate range ballistic missiles would be received by NATO 
countries, subject to the deployment plans of Supreme Allied Com- 
mander, Europe, and to satisfactory arrangements made between the 
United States and each receiving country. 


NEED FOR PROGRAM 


The military assistance program will continue to be essential to 
the successful prosecution of this important effort. Mr. Chairman. 
we need these Allied forces. We need this base system. We need 
them now and, barring an adequately guaranteed disarmament plan, 
we will need them in the foreseeable future. 

And we need the military assistance program for the effectiveness 
of the Allied forces and the base system in the free world’s collective 
security effort will depend in large measure on the defense aspects 
of the mutual security program. Any failure to gain full advantage 
of this Allied contribution would be a major setback for the United 
States, since America even with vastly increased expenditures for its 
own defense forces could not attain the same measure of security 
within its resources alone. 

In fiscal year 1958 and for the last 3 years we carried out a mili- 
tary assistance program for about $2.2 billion. We had planned a 
program of the same magnitude for fiscal year 1959, but with reduc- 
tions already made in the authorization this probably won’t be 
possible. 

The $2.2 billion level will by no means satisfy all the requirements 
validated by our own military assistance advisory groups and the 
United States unified commanders for United States equipment and 
training. In fact, each year such requirements cost out at 2 to 3 
times the annual program requested of Congress. It is particularly 
significant that the process involved in development of the annual 
militarv assistance program corresponds very closely to the process 
involved in development of our own “Defense” budget, since the an- 
nual program represents a consolidation of worldwide requirements. 


AMOUNT REQUESTED BY THE PRESIDENT 


For fiscal year 1959 the President requested appropriations of $1.8 
billion. This request has already been reduced to $1.605 billion by 
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the congressional vote on the authorizing legislation. In my opinion— 
and the President has repeatedly said this, : also—the amount requested 
was the minimum amount required to accomplish the objectives of the 


program. Naturally we will have to live within the cut already 
effected by the Congress. 


EFFECT OF HOUSE REDUCTION 


I think it only fair to point out that the further reduction recom- 
mended by the House Appropriation Committee and passed by the 
House will have serious consequences. 

First, it will curtail needed modernization, principally in missiles 
and aircraft. 

Second, it will postpone the replacement for Allied forces of out- 
moded, obsolete-type equipment largely of World War IT design. 

Third, it may well result in subsequent reduction of Allied forces. 

Fourth, it might easily induce our allies to lose confidence in the 
enduring nature of the cooperation on which so strongly depends 
the strength of the collective security system which has been labor- 
iously constructed and which, in my opinion, has been in itself a major 
deterrent to overt Communist aggression. 

Mr. Chairman, the threat we ‘face gives compelling urgency to the 
collective defense effort. Our allies are aware of this threat and are 
making indispensable contributions to free world strength. The effec- 
tiveness of those contributions depends in varying but important de- 
gree on United States support through the mutual security program. 
For our own security we have no alternative but to pursue this part 
of our national security effort with resolution and imagination. The 
reductions already effec ee in the authorization raise serious questions 
concerning whether we can meet the minimum necessary level of 
effort. 

Any further reductions could be disastrous. This was confirmed by 
the President in commenting on the cut reported out by the House 


Appropriations Committee, “which was subsequently passed by the 
House, and I quote: 


It is my deep conviction that reduction of the size contemplated by the com- 
mittee will have grave consequences in portions of the free world and, therefore, 
to our Nation’s security and will encourage Communist imperialists. Our people 
must understand this. 

I urge you, therefore, to take action to provide for the military 
assistance program and other defense aspects of the mutual security 
program the full amount of the new authorization. 


ACTIVE DIVISIONS IN WESTERN EUROPE 


Senator Ettenver. Mr. McElroy, I have listened to your statement 
with interest and I find nothing new. It is the same story which has 
been given to us repeatedly for the last 5 or 6 years. 

I would like to know where you get information about the number 
of divisions in Europe. W ould you tell us where those division are 
located in Western Europe ? 


Secretary McEnroy. May I suggest that the detail be given by 
General Twining? 


28282—58——6 
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Senator ELLenper. I would like to know this: How many divisions 
do we have in Western Europe? 

I know what ours are. I know that at one time we envisioned, as I 
recall, 66 divisions there, 30 of which were to be active, and 36 reserve. 
We have now about one-third of that amount. 

General Twrntne. The total of ———— divisions in France, Ger- 
many, United States 

Senator ELLenpver. Don’t add Germany. Germany has only come 
in during the past year. I would like to know how many active 
divisions France has in Western Europe. 

General Twinrna. — 


Senator ELLENDER. And how many were they supposed to have 
there? 








General Twin1ne. We are suppose to have ———. 
Senator ELLENDER. How many from England? 
General Twrninc. England has ———, , including Canada. 


Senator ELLenper. At this moment? 

General Twrntne. Yes. 

Senator ELLenper. How many were you supposed to have from 
England ? 

General Twrntnc. That is their quota. 


REMOVAL OF ENGLISH SOLDIERS 


Senator ELLENpER. What about the removal of English soldiers we 
have been reading about. 

General Twintnc. They have not moved them yet. 

Senator ELLENDER. They will? 

General Twrntne. Maybe. 

Senator ELtenper. Have you any assurance that they will not? 

General Twintna. (Statement off the record.) 

Senator ELLenpER. What other divisions do you have there ? 

General Twintne. The Netherlands have ——— and Belgium and 
Luxembourg have ———-. The United States, of course, has five. 

Senator ExLLenper. I said 12 awhile ago. Ever since this started, 
we have kept ours there in full strength and the others have been 
reduced to the point where they represent about half of what we have 
there. 

Do you not think that our own people are in danger as a result of 
the withdrawal of our allies? 

General Twintna. I do not think that is the reason at all. 

(Statement off the record. ) 

Senator ELtenper. Why did you then contemplate at first to have 
66 divisions, 36 of which were to be reserve and 30 active ? 

General Twrntnc. As of today, we have ——— divisions in the cen- 
tral European area, including the seven from Germany. 

Senator ELtenper. That is just coming into being and I do not 
know how far they are going to go with that. 


RESERVE TROOPS AVAILABLE 


General Twintne. Then we have the M-plus 30-day divisions. 

Senator ELLenper. What do you mean by that ? 

General Twrntnc. They are reserves, and from this country, too, 
who are ready to step in. 
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Senator E.ttenper. This is supposed to be a mutual security assist- 
ance program wherein we will be of assistance to them and they will 
be of assistance to us. I was there last year, and I found that some of 
the French soldiers that were located in Western Europe and who 
were supposed to remain there were sent to North Africa, accom- 
panied by much of the ammunition and airplanes we furnished for 
NATO. It is things like this that will give us more trouble even- 
tually than we are seeking. 

Secretary McErroy. I think it is appropriate to say that, while there 
has been some reduction in the French forces, I think you should say 
on the other side, Senator Ellender, that there has been an increase 
in very competent forces. 

Senator Ettenper. That increase was supposed to have taken place 
7 or 8 years ago, and you are just now getting them started. 

Secretary McEtroy. That is right, but they are good forces. 


TOTAL EXPENDITURES FOR MILITARY ASSISTANCE 


Senator Ettenper. Mr. McElroy, do you know how much we have 
spent for the military assistance program up to now? My records 
show that from 1950 through 1957, the total was approximately $24 
billion. Is that about correct ? 

Secretary McEtroy. That is all around the world. 

Senator ELLenper. How much is in the pipeline today ? 

Secretary McEtroy. The total is slightly in excess of $3 billion. I 
would say approximately $3.4 billion. 

Senator ie LENDER. And when the House figures are considered you 


he have available for fiscal year 1959 a total approximating $4.9 
illion. 


Secretary McEtrroy. That is correct. 

Senator Ettenper. You have been spending at the rate of $2.2 bil- 
lion per year. 

Secretary McEtroy. That is right. 

Senator Extenper. So you will still have left $2.7 billion which is 
not far from the figure you had last year. 

Why should there be any demand for more money than you had last 
year or even as much as you had last year when you know that pros- 
perity in France has never been equal to what it is now; that England 
is going forward at a fine rate, that Italy is better off; and “that, 
Greece is better off. Why should we continue with such an expen- 
sive program in light of the fact that our allies are so prosperous? 

Secretary McEtroy. I think the fact of the matter is that the prob- 
lems in the overseas countries are similar to the one we have here. 
The expense of reequipping our forces with modern weapons and ex- 
tremely high cost and the economic health of the countries like France 
and Germany, I think, is something that is doubtful. 

Germany, as you know, is financing her own program, but when 
you take France, the country has recently been aided by something 
over half a billion dollars worth of financing; it has been worked out 
by various agencies of the International Bank and of this country, 
so—— 

EXPENDITURES ON UNITED STATES ARMED FORCES 


Chairman Haypen. May I interrupt? I want to get the record 
straight. 
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The Secretary testified that we spent $24 billion since 1950. What 
have we spent on our own Armed Forces in that same period of time ¢ 

Secretary McExroy. In the 814 year period from July 1949 to De- 
cember 31, 1957, the United States has spent $284 billion on its own 
Armed Forces. 

Chairman Haypen. On top of that we have spent grants-in-aid 
to our allies. 

Senator ELLENpeEr. That is in military aid only. 

Chairman Haypen. If we had not expended the $24 billion, how 
much more would we have spent on our own ¢ 

Secretary McEtroy. Our own judgment is that it would have been 
way in excess of what was spent for military assistance around the 
world. 

Chairman Haypen. But we had to carry the whole load ourselves. 

Secretary McE.roy. We think this is a bargain in national se- 
curity for this country. 

Senator ELtenper. There would be no question about that if you 
had people who would make this truly a mutual aid program. 

(Discussion off the record. ) 

Secretary McExroy. I do not think we should limit this to the 
NATO area alone, although I am willing to pursue that subject. I 
think it is important to realize that you are talking about such coun- 
tries as Korea, Turkey, and Greece. 


PURPOSE OF MUTUAL SECURITY PROGRAM 


Senator ELitenper. I will get to those in a minute. Do not forget 
that when this program of mutual security and economic aid was 
placed on the statute books. it was placed there for the purpose of 
putting our allies on their feet so they could help us carry the load. 

How much are they helping us in southeast Asia? 

Secretary McExroy. I do not think they are helping—— 

Senator ELLenver. None at all. 

Secretary McEtroy. The thing that is significant as an answer to 
your question is a figure I quoted earlier, which is, whereas in the 
entire period our allies have put in $5 against $1 of ours 

Senator ELLenpER. How much have we put in? Itis mutual. You 
say we have spent $284 billion. How much have they spent in total ? 

Secretary McExroy. I will have to get that figure. 

Senator Etitenver. Ours would probably be $5 or $6 to $1 if you 
made a true on pag . 

Secretary McExroy. If you are saying that we are spending our 
money for them 

Senator ELtenper. Aren’t we? We are spending it for them as 
well as for ourselves. You know you are doing it for the free world. 

Secretary McEtroy. We are spending for the free world as a whole, 
but primarily we are spending to defend the United States of America 
and that is the only way you can persuade the people of this country 
to put up this kind of money. . 

Senator ELLenper. I would like to develop this with you. We 
were told not too many years ago that this program of mutual aid 
was to help get forces in countries where there was a probability of a 
brushfire war. That was the argument advanced then, that those 
soldiers would be there ready to take the cudgel in case of attack. 
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Why is it that within the last 2 years the Department of Defense 
has seen fit to provide four divisions under STRAC in order to take 
care of these so-called brushfire wars ? 

Secretary McEtroy. We never thought that the entire job could 
be done by allied forces. 


ACTION THROUGH THE U. N. 


Senator ELLtenper. Why don’t you try to act through the United 
Nations? 

Secretary McEtroy. We would very much like to act through the 
United Nations. 

Senator ELLenper. Isn’t that what you ought to do? 

Secretary McEtroy. We think it would be fine if you had an effec- 
tive international police force that was available to the United 
Nations. 

Senator ELLenver. Was that not contemplated when the United 
Nations was organized ? 

Secretary McExroy. I think it is still hoped that that can be done. 

Senator Erienper. Then why do we take it upon ourselves to go it 
alone ? 

Secretary McExroy. I think it is perfectly obvious that one of the 
reasons the United Nations has not been able to build up such a force 
is that one of the members of the United Nations is Soviet Russia and 
to expect that Soviet Russia will support the organization of a United 
Nations police force which would be an effective police force when the 
real need for such a police force is against it is unrealistic. 

Senator E.ienper. Has any effort been made to get the British, 
the French, and others to create forces to meet such a challenge? 

Secretary McExroy. I think the British are available to help in cer- 
tain of these brushfire situations; yes. 

Senator Etienver. As they did in Korea? 

Secretary McErroy. The Korean situation was a combined force. 
The Turks as well as others certainly did a yeoman job in Korea. 


SITUATION IN KOREA 


Senator Ex1ienper. But today in Korea you have more or less an 
honor guard from the other countries although the forces there are 
only token forces, Mr. McElroy, in this bill, there is a sum of $12 mil- 
lion to provide support for these forces. 

Do you think that it is fair or reasonable for us to pay for the logis- 
tics of these token forces? 

Secretary McEtroy. When you think of the Turkish forces being 
there, as you know, Senator Ellender—— 

Senator Exrenper. You have other forces there, such as English 
forces. 

Secretary McExroy. I think it is not substantial, but the Turkish 
forces, as you know, are excessive for their economy to support, and 
one of the major countries receiving defense support is Turkey. They 
have 20 divisions. They could not maintain those with their economy 
except for some additional support which is supplied by this country. 
We are saying in a country like Turkey, this defense support is a way 
of our pr oviding the equivalent of American boys in overseas service by 
supplying funds to a country like Turkey, where the men are available. 
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Senator Exxenper. The trouble is we have our boys there. We are 
there in full numbers, but the others have been permitted to withdraw. 
That is what I am complaining about, and you call that mutual se- 
curity. Well, I disagree with you. 

Secretary McEnroy. Let us take the number of divisions we have 
overseas in contrast to the number of Allied divisions. When you say 
“mutual security,” I think that comparison will give you the mutuality 
of our allies. They put up what they have available, which is people, 
which is a great deal greater than funds. 

We have not put up the people in relationship to what they have 
done, but we have put up the funds. 

Senator ELtenper. We heard the same thing in World War II. I 
remember when Churchill said, “Give us the tools and we will give 
the people,” but we ended up having furnished almost two-thirds of 
the men in Western Europe and most of the tools. And we are on 
our way to do it again, if we continue with the policy we are now 
pursuing in permitting people to rest more and more on our shoulders 
and not calling on them to do their share. That is what I am com- 
plaining about. 

Secretary McEtroy. When you go from a 5-to-1 ratio of spending 
on the part of your allies, to a 7-to-1 

Senator ELttenper. Count ours in there. Get that total and our 
total and find out what is the ratio. Then you will have something 
you can argue with, but you cannot argue they put up 4-to-1 when you 
don’t count the billions of dollars that we gave them for economic 
aid, and the billions spent by our own Defense Department. 

Take France, for instance; we gave France over $514 billion in 
economic aid in the hope that France could be put on her feet and 
help us. What help has France given us? 





TOTAL ALLIED DIVISIONS IN PROGRAM 


General Twrntna. I think it is a very big mistake to look at this 
thing by pieces. Weare trying to keep peace in the world. Actually, 
when you pin it down to facts, the United States has 18 divisions, 
period; that is all we have. Through our aid program we have the 
equivalent of about 200 divisions around the world that we can use. 
If we were not contributing to their buildup, we would not have those 
200 divisions allied with us. 

Certainly we are making some mistakes in this program. We are 
not letter perfect. France had a national problem of its own. They 
had to move divisions to Algeria. We did not like it, but they had to 
do it. You either have to have mutual security and dollar assistance 
from us to implement it or you have to give it up and come home to a 
fortress of America. It is one or the other. 

This money we are putting up here is small potatoes compared 
to what we are getting out of it. I don’t know of a better investment. 
Tf we don’t want world leadership and accept isolation and fortress 
America as an alternative, then fine, let’s go home. 

Senator ELtenper. We have accepted that challenge, and we have 
gone ahead. We are at the point now where if we continue the way 
we are going we will lose our own way of life. 

Senator Ives. In line with what the Senator has been talking about, 
Tam curious, in view of the question raised by the distinguished chair- 
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man and the questions raised by the distinguished Senator from Loui- 
siana, what the answer to this question is. 

How much would we save? That seems to be the hypothesis from 
which Senator Ellender is operating. How much would we save if 
we had no allies supporting us in the way of troops and if we were 
doing this all ourselves. 

I am putting it the backward way. I asked how much we would 
save as a country if we were to do all of this military work ourselves 
without any support whatever from our allies. 


IMPORTANCE OF PROGRAM 


General Twrnina. I think the United States military assistance aid 
has been about $20 billion in 814 years. If we had not done that, I 
would say matend of having $4.0 billion defense budget now we w ould 
probably have an $80 billion budget for the U nited States to do this 
job. 

Senator Ives. I think it is important to point that out to the Amer- 

san people. 

Senator ELLenper. You have had that view, Senator Ives, ever 
since you have been on this commitee. 

Senator Ives. We have not had such a situation as I asked the ques- 
tion about. I would be willing to gamble that General Twining is 
right in his estimate. 

Senator Youna. I think the Senator is assuming that the United 
States has the sole responsibility. If you take that ‘position, if all the 
rest of the world is inclined toward communism and we are the only 
protectors of the world, then we are lost anyway. We alone cannot 
stop communism. 

Senator Ives. That is not the hypothesis that I had. We would not 
have these installations that I am talking about if we all went com- 
munistic. 

Senator Younc. You have these alternatives; either assume world 
leadership or let the Communists take over, but you have this other 
problem of how far can we spread ourselves throughout the world, and 
I share Senator Ellender’s feeling in that respect. I think we are 
going further than we should. We cannot maintain these huge ex- 
penditures over a period of years. Other countries are pulling out of 
Korea and we have the sole responsibility in southeast Asia, and the 
load is getting too heavy for us. 

In that respect I share the concern of Senator Ellender. 

Secretary McE troy. There is progress being made by the economies 
of our allies. Senator Ellender does not think it is fast enough nor 
do any of us. 

Senator Extenper. I think some of them are better off than we are. 

Secretary McEtroy. Germany is an example of what I am talking 
about. Germany has made very considerable progress. Germany is 
supporting her own military establishment, as she should. 


AID TO GERMANY 
Senator Extenper. We funished almost a billion dollars, Mr. 


McElroy, with all due respect. 
How much have we furnished Germany ? 
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Mr. Spracur. We have prepared a smal] training program for Ger- 
S > 
many, most of which will be offset by German contributions of 
deutschemarks. 


Senator Ettenper. What did you do with the $500 million you had 
for Germany ? 

Mr. Sprague. We had a program for Germany, but the money was 
not given to Germany directly. 

Sec retary McEtroy. By having given some help over a period of 
time both economic and military, here is a country that is moving 
forward in its economy so it can support itself. 

I Strongly respect the Japanese and the progress of their economy 
and I think you are finding that in a number of other parts of the 
world, although there is a less spectacular kind of obviousness. Never- 
theless, I fully agree with what General Twining said. 

This is one of the prices we pay for having become a world-leader- 
ship country. 

Senator Youne. And for having helped build up communism as 
we did during World War IT. 

Secretary McEtroy. Whatever there is in that point, we have a 
situation today, Senator, where, if this is going to be done around 
the world, the maintenance of any continued vitality of free-world 
representation in various parts of the world, it is going to be done by 
this country or not at all. 


HEARINGS BEFORE SENATE FOREIGN RELATIONS COMMITTEE 


Senator Etienper. You spoke, General Twining, about the huge 
armies we have all over the world. Let me quote to you from the 


recent hearings before the Senate Foreign Relations Committee on 
mutual security. 


Senator Smiru. Do you feel satisfied militarily with the situation in the South 
Vietnam-Saigon area? What do you have in forces as against those in North 
Vietnam and the Hanoi area? 

Admiral Stump. The North Vietnam or the Vietnam Congress, as they have 
started to call themselves, they used to be Viet Minh, are much stronger than 
the South Vietnamese. They have about twice as mnay soldiers on active duty 
and, besides that, in North Vietnam they have some reserves of about 200,000, 
whereas the South Vietnam army, as you know, is about 150,000 strong. They 
are much stronger. They have reequipped themselves from China and there 
is no doubt that they could march clear across South Vietnam. 

Senator SmirH. You mean from Russia via China? 

Admiral Stump. That is right. They could undoubtedly win a war if we 
did not come in to help them, but I do think the terrain being what it is, that 
the army of the South Vietnam could delay them long enough for them to get 
help from the outside. 


That, to me, is the reason why we prepared the four STRAC divi- 
sions that I previously mentioned. I cannot understand why it is, 
General Twining, that we cannot urge our friends who are just as 
interested in protection as we are, to get this police force to emanate 
from the United Nations rather than let us carry the entire burden. 


General Twrntnec. That would be the ideal situation. There is no 
question about that. 
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NEED TO URGE ASSISTANCE FROM ALLIES 


Senator Ex,enper. Why is it not done that way? I do not believe 
we make enough effort to get the French and the British and others 
to assist in this. If they say they can’t, we say we will. They have 
been leaning on our shoulders so long they will continue to do it as 
long as we permit them to do it. 

General Twinine. The British will go in with us to these places and 
so will some of the other countries. Some of them are tickled to 
death to go in and fight. 

Senator Exitenper. They will do the same as they did in South 
Korea; we will assume the whole burden and that is what I am com- 
plaining about. Who is on Formosa, for instance, except us? Who is 
in southeast Asia, except us / 

As I pointed out last week, at the defense hearings, the DEW line 
and SAGE line, are for the protection of Canada as well as our- 
selves. Canada’s economy is better than ours and yet Canada pre- 
vailed on us to pay two-thirds of a little line which supplements the 
DEW and SAGE lines. We have paid the total cost of the DEW and 
SAGE systems, but yet we are paying two-thirds of the little line 
that Canada has constructed. 

Why was a thing like this done? Can you answer me? Probably 
because many of the people who are responsible do not realize the im- 
pact that all of this has on our own economy. I feel that if we con- 
tinue at the rate we are going, we are going to bring some kind of 
“ism” to our own shores. 


CANADIAN PARTICIPATION IN PROGRAM 


Secretary McExroy. I think we should make clear on this record 
that the Canadians are carrying their full share of this defense load. 

Senator Ettenper. How much? Tell us. Put it in the record. 

Secretary McExtroy. Do you mean how much are they spending? 

Senator ELxenper. Yes. 

Secretary McExroy. In my opinion, every country spends its mili- 
tary funds primarily for its own protection. Canada is not, in my 
opinion, economic ally strong enough to support the various detection 
devices. 

Senator Ettenprer. How do you figure we can, with our national 
debt approaching $300 billion? We are in the red this year for al- 
most $314 billion. Next year we will be in the red $11 billion. 

Mr. Secretary, at this rate, the amount of money required to pay 
the interest on our debt will be almost as much as was required to run 
our entire Government when I came to Congress 21 years ago. How 
long can we continue? 

Sec retary McExroy. | think is is a very regrettable thing, but this 
defense against an enemy like Russia is a very expensive thing. 

Senator Extenper. I have offered suggestions for dealing with ‘them. 
You can never deal with the Russians if: you have chips on your shoul- 
ders when you visit with them. You can take that from me. I be- 
lieve there is an approach—another change, in other words. 
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SITUATION IN LEBANON 


Take what is happening in Lebanon today. There have been 
charges that the Russians are helping the Lebanese. We were about 
to send troops into Lebanon. Do you remember that? 

Secretary McExroy. I remember that. 

Senator ELttenper. The U. N. then sent in observers and found out 
there was no truth to the statements. Of course then we did not send in 
our troops. If this trouble continues in the Middle East as well as 
North Africa it might cause us to get into war, and remember those 
are allies of ours that we have been helping. 

General Twrnrna. There is a good example of a small package of 
this military assistance program, which is Lebanon. We are support- 
ing the Lebanese in their desire to maintain their integrity and inde- 

endence. They are pro-West. We want to support them. We have 

een giving them some equipment to help them strengthen their de- 
fensive and security forces. If we had not given them any, the rebels 
would have been all over them. 

Senator Extenper. Do we help Lebanon because we help Israel ? 
I am saying to you now, that unless and until you settle the Arab- 
Jewish question in the Middle East, you are going to have trouble 
until you and I pass away. 


LEBANON AS KEY TO MIDDLE EAST SITUATION 


Senator Brincgs. I do not agree with that theory at all. I think the 
Middle East oil reserve is one of the most important sources in the 
world, and we cannot let it fall into Russian hands, and I think 
Lebanon isa key in the situation. 

Senator Extenper. I am in agreement with you about the oil re- 
serves, but we will lose them unless we settle the Arab-Jewish question. 

Senator Dirxsen. I wanted to ask a procedural question. I want 
to know if the Secretary and General Twining are coming back this 
afternoon. 


Chairman Haypen. No, they cannot return this afternoon. 
MUTUAL WEAPONS DEVELOPMENT 


Senator ELtenper. As I pointed out, we are providing in this bill 
$12 million for logistics to the little handful of soldiers who are in 
Korea. In addition, did you know we are providing for mutual weap- 
ons development in Europe, $40 million; facilities assistance program 
$20 million; and we are even furnishing in this program $275,000 for 
nutrition surveys. 

Why can’t all of that be done by the countries concerned. Why are 
we going there and saying, “Here it is; it is a good program and we 
will help you carry on.” Why should we be so liberal to assist in 
the program, when they themselves should cheerfully do it in view of 
the fact that we have helped them so nobly in the past ? 

Secretary McEtroy. The mutual weapons development program, 
I think, is, as indicated by its name, a program in which we partici- 
pate, but also in which the countries of Western Europe participate 
and put in some of their money, and the result is you get the develop- 
ment of weapons some of which might be of material interest to us 
for our own forces. 
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Senator Extenper. Are they helping us develop ours? 

Secretary McEtroy. They are helping to develop weapons there. 

Senator Exienper. Don’t they have the benefit of our own 
research ? 

Secretary McEtroy. Somewhat. 

Senator Extenper. They demanded it, I suppose, and we just fell 
for it. We are contributing not only to the mutual dev elopment of 
weapons, but we are also contributing to the erection of buildings 
necessary to construct these weapons. 

Secretary McE roy. We think to the extent that the countries in 
Western Europe become capable of producing their own weapons, 
then to that degree we should be relieved in later years of an obliga- 
tion to continue to supply. 

Senator ELLenper. When will that come? 

Secretary McExroy. I don’t know when it will come, but I hope it 
comes Soon. 

Senator ELLenper. We have provided offshore procurement in the 
past 5 years in the hope that we could get the countries of Western 
Europe to maintain these facilities. They used our money. After 
they completed the offshore procurement contracts they closed the 
facilities and now we are coming back and building additional fa- 
cilities for them. 

Did you know that? That is what is happening. 

I have more questions but I will not go any further at this time. 


DEFENSE REQUEST TO BUDGET BUREAU 


Senator Dirksen. Mr. Secretary, I think it would be interesting for 
some logical development of this matter to first get the original “esti- 
mate that was made for our Armed Forces for 1959. You would not 
be at liberty to say that unless I asked you for it. 

That is not the budget estimate but the estimate that went to them. 
In round figures, how much was it? It was substantially above the 
budget estimate ? 

Secretary McEtroy. I want to be sure I understand your question. 
You are not asking how much we are requesting for the military 
budget this year. ‘You are asking how much was requested of us? 

Senator Dirksen. How much did you request of the Budget Bu- 
reau in the first instance ? 

Supply the figure for the record. It was in billions substantially 
above what the Budget Bureau approved. 

Secretary McExroy. In this particular year we did our planning 
on a basis that did not involve any kind of negotiation of this kind 
which would be normal. 

As you may recall, during the time when the budget was being de- 
veloped, there was originally a feeling of tight control. Then, when 
the budget came up to ‘the time when it was actually being considered 
by the President and by the administration and the Department, the 
atmosphere in the country had changed very shar ply and the amounts 
that were regarded as necessary for the high priority programs were 
inserted there with the result that there really was not any cutback 
on the part of the budget in this particular year just because it was 
kind of a unique year, so I think my answer must be to your question, 
that the Budget ‘Bureau did not cut us back, but your total request 
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for funds is about $4014 billion. The services certainly asked for a 
great deal more. 

Senator Dirksen. The services asked for more than the Budget 
Bureau finally approved ? 

Secretary McEtroy. That is correct. 


ADMINISTRATIVE AND MILITARY SCALE-DOWN OF REQUEST 


Senator Dirksen. There has been a scale down in what the best 
brains in the Pentagon and what the National Council felt that we 
should have for our Defense Establishment. 

Secretary McEtroy. I would say scaled down at least $10 billion. 

Senator Dirksen. It is a fair statement that your original esti- 

mate represented the best thinking of the best experts as to what we 
needed for the survival and security of this country. 

Secretary McErroy. That is correct. The estimates of the services 
are unquestionably made in complete good faith. It must be under- 
stood, however, that they do not have the responsibility for overall 
functioning of the society y and the economy, that the administration 
does when it comes up against these problems. 

Senator Dmxsen. The No. 1 point I am trying to make is this: 
There has been a scaledown in the estimates by our best administra- 
tive and military brains as to what we needed for fiscal 1959 for the se- 
curity of this country. 

Secretary McEtroy. That is correct, and I think it must be said 
that we think that even at the very high figures that we are spending 
and recommending for spending in fiscal 1959, we think there is not 
an ounce of fat on that budget in relationship to what is needed and 
we are a little concerned about it even at these levels. 


ORIGINAL REQUEST FOR MILITARY ASSISTANCE PROGRAM 


Senator Dirksen. What was the original request to the Budget 
Bureau for the military assistance program. 

Secretary McEtroy. $1.8 billion. 

Senator Dirksen. Was that the original request? That was the 
Budget Bureau figure. I am trying to get what you asked for in the 
first instance. 

Mr. Spracur. In our original first discussion with the Budget Bu- 
reau we were talking about $1.950 billion. We subsequently agreed 
with them that the $1.8 billion figure was a proper figure. 

Senator Dirksen. But you started with $150 million higher than 
that figure. 

Mr. Spracur. Yes, sir, and that was to take care of the IRBM’s, 
for Europe which we subsequently found we could get out of the pro- 
gram in another way. 

Senator Dirksen. So you got your first cut really before you got 
out of the Budget Burean, namely, the reduction of $150 million. 

Secretary McEtroy. That is right. 


CONGRESSIONAL REDUCTIONS 


Senator Dirksen. You came up here for authorization and the au- 
thorization bill finally cut you back from $1.8 billion to $1.605 billion. 
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Mr. Spracue. That is correct. 

Senator Dirksen. So that was your next cut of $195 million. 

Now, the House Appropriations Committee then gave you another 
cut. They cut you another $90 million. 

Mr. Spracur. That is correct. 

Senator Dirksen. So your 90 plus 195, plus 150, or $435 million 
is below your original request for military assistance under this pro- 
gram ¢ 

Mr. Spracur. That is correct. 

Secretary McExroy. It is down to $1.515 billion, so it is 435 less 
than the starting point. 

Senator Dirksen. Amplify very briefly how this thing was set up. 
I would assume from justifications of the reports, that you get your 
reports from the military missions in these different countries. 


PARTICIPATION OF NATIONAL SECURITY COUNCIL 


It gets the best thinking here by our best military brains. Does 
the National Security Council go into this matter, also? 

Mr. Spracur. The National Security Council sets the broad policy 
objectives of the United States with respect to each of these coun- 
tries to which we give aid. That is the broad guidance from which 
the program is prepared initially and it is reflected in the program 
guidance that we send out to the MAAG’s in the field. This guid- 
ance is also based on JCS force objectives, with the program synthe- 
sized by the unified military commanders in the field and the Depart- 
ment of State and the amount of money that the Congress gives us. 

Senator Dirksen. This is integrated ‘and coordinated with the over- 
all defense plan of the country; is s that correct ? 

General Twintna. That is correct. 


ALTERNATIVE TO PROGRAM 


Senator Dirksen. If we had no security program at all, are you 
prepared to make an estimate as to what we would have to add to 
defense appropritions in order to carry on what you regard as the 
settled plans for the security of this country 

Secretary McExroy. I think we would have to say we could not 
do it. We do not have the manpower. What General Twining said 
is true. We either maintain world leadership in the free world in 
this kind of a manner with allies and with bases around the world or 
we pull in our necks and stay home. 

Senator Dirksen. We would have an alternative of sending our 
own young men. 

Secretary McEtroy. We would not have enough of them. We just 
do not have enough. 

Senator Dirksen. Would we have the manpower if we had to un- 
dertake this job alone quite aside from the amount of cooperation 
that we may get from other countries ? 

General Twrninc. It would make us a garrison state. We would 
lose all of onr freedom anyway, so we could not live that way. 

Senator Younes. Would there not be the alternative that we could 
leal more with the countries such as England, Germany, Japan, Spain, 
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and others who will really fight and not scatter ourselves so thinly 
throughout the world ? 

Secretary McEtroy. Then I think you would have to be prepared to 
see one marginal country after another get itself pushed over the line 
because that is what is going on. 

Senator Sattronsrauu. General Twining, I do not think you under- 
stood, at least I did not understand then, Senator Dirksen’s question 
because I do not think you answered Senator Dirksen’s question. 

May we ask the reporter to read the question and the answer? 

General Twinrnc. If we maintained the whole world, we could 
double our defense budget easily and still personnelwise we would 
have a very difficult time protecting ourselves cause of numbers alone. 
It takes a lot of people to scatter them around the world. 

Secretary McEtroy. We have 18 division—15 Army divisions and 
3 Marine divisions. We are talking to that number of Allied di- 
visions totaling about 200. 

You know what we are spending and what we are spending is in 
relationship not solely for divisions, it is also to the forces in the 
Navy and the forces in the Air Force, but it is difficult to see what 
kind of multiplier you would have to put against your military de- 
fense program. 

Senator Sarronsrauu. Is it not true also, if we did not ask these 
other people to come to the best of their abilities, we would be back 
here on the North American Continent and we could not maintain 
these bases, we could not keep our troops abroad. 

We would be back here on the North American Continent and that 
would make us subject to attack right here at home, subject to dif- 
ficulties at home where, by keeping these troops abroad, keeping these 
bases abroad, we diminish the chances of another war and also we make 
our front very much broader. 

That is what you are trying to say, is it not? 

General Twintnc. That is correct. 

Senator Dirksen. The point we want to make here is that this is an 
integrated part of the security pattern of the United States. 


PROGRAM AS PART OF BASIC MILITARY BUDGET 


Secretary McEtrroy. To such a point that we would be very happy 
and we have said this to have it made a part of the basic military 
budget of the United States. We think that it has that kind of im- 
portance and we would be auite willing to justify it as a part of that 
budget if the Congress wanted us to do so. 

Senator Brinces. I am absolutely opposed to that. I think we have 
to keep it separate. If you want to get into trouble, just completely, 
all over, that would do it. We have been trying to do it for years 
and that is the way defense anpropriations are jeopardized. 

Senator Youne. Senator Ellender brought up the case of Canada. 
They are good neighbors and good people. They are also good com- 
plainers. They are far better off financially than we are. They had a 
large cut in taxes. Their taxes are probably 25 percent below ours 
but as long as we keep on this program at the scale we do and do not 
set up stricter requirements of our allies, they cut down on their 
expenditures and ours go up to the extent that we will be broke before 
we get into war. 
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Secretary McExroy. I have done business in Canada as an indus- 
trial man. It is not realized, I think, generally, that the tax structure 
in Canada includes an 8- percent manufacturers’ sales tax. One of 
the reasons you may be having an ability on the part of the Canadians 
to cut back their income taxes which they have done in the last sev- 
eral years is that they have a base sales tax structure which we do not 
have. 

Senator Youne. They do not have the high excise tax. 

Secretary McEtroy. They have 8 per cent on everything. 

Senator Youne. We have 10 percent on automobiles and most 
things. 

Secretary McEtroy. Ona relatively few things. 


DETERMINATION OF PURPOSE 


Senator Dirksen. General, I think the next thing we have to anchor 
is this: We keep talking about how few or how many divisions other 
countries have in proportion to ours, but I do not believe that ques- 
tion can be properly resolved unless we first determine what the 
purpose is. 

I have always been given to understand as you indicated a moment 
ago that you never expected to win a ground battle in Central Europe, 
that the whole purpose here is to set up an initial resistance to take 
the shock until we can come in with the secondary forces and then 
lock horns with a potential enemy. 

I think that has to be clarified at this point in the record because it 
just came up in the colloquy in connection with Vietnam, 2,000 troops 
north of it and 125,000 troops south. 

If the purpose here it to meet an initial force and initial resistance 
until they can fall back and be fortified, then your plans in terms of 
manpower and weapons and support have to correspond to that plan. 

General Twinine. That is what General Norstad calls his shield 
forces. It will absorb the shock and give us a chance to get in. 

Senator Dirksen. At this moment with this only one division in 
France, but with others including ourselves, is the military satisfied 
that with what we have, what we supply, and what we can set up, we 
have an effective resistance in case there should be a drive from the 
East ? 

General Twintna. I believe so. 


COMMITMENT OF FRANCE TO NATO 


Mr. Spracure. France has ———— divisions active in their military 
forces today. They have only ——— divisions in Germany under the 
central Europe forces. They have ——— divisions in Algeria that 


were withdrawn from that area, but they have a total of 
divisions. 


Senator Dirksen. What about the other ——— divisions? 
General Twininc. They are available. They are not assigned to 
NATO; just like we have ——— unassigned divisions in the United 


States. They are active divisions. 

Senator Dirksen. Senator Ellender says reserve divisions. 

Senator ELLeNperR. You do not have ———— active divisions in 
France. 
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Senator Dworsuax. Those are not NATO divisions. 

Senator Dirksen. In case of war they would be available. 

Senator DworsHak. One would be under NATO and the others 
would be under France if France became a neutral country. 

I would like to ask you for verification whether NATO now in the 
person of General Norstad would have any deployment power over 
those - divisions in France. Would he or would be not under 
this setup of NATO? 

Secretary McErroy. No. Realistically, if Western Europe is at- 
tacked it is not realistic to think that they would not commit their 
forces. : 

Senator Dworsnak. They have done that in the past. What assur 
ances do you have that they would not become neutralists in 24 hours? 
But if they did, the potential amounts and capabilities would be nulli- 
fied because France is committed to only under NATO. 

Secretary McExroy. Not in time of war. That is the present situa- 
tion. 

Senator Dworsnak. If they became neutralists, we would have to 
send young Americans over there. 

Mr. Spracue. If that happened, the North Atlantic Treaty obliga- 
tion which these countries undertook would be meaningless. 

Senator DworsHax. The facts bear this out. 

Mr. Spracue. The treaty says an attack on one is an attack on all 
and all of their forces must come to bear to meet that. 

Senator Dworsuak. And the United States would be the only 
country to fulfill its obligation. 

Senator Dirksen. If we cannot depend on the other forces that are 
a part of France’s military divisions, am I to assume we could not 
depend upon the British or other divisions ? 

If we went on that assumption we might as well throw in our 
marbles. We could just as well capitulate entirely if we could not 
depend upon the troops of other countries under the NATO agreement. 


POSSIBLE LAXITY IN FOREIGN AID USE 


Senator Ropertson. I think we could very well accept the theory 
that it is to our interest in global preparation to have the advantages 
of the allies that would save manpower and save our boys. 

Those advantages are too apparent to challenge, yet I think we 
could accept the theory very well and still ask a few questions about : 
1, Have we been too lax in the way we have permitted allies to use 
our aid? and, 2, Do we now have the carryover that the House said 
will give you not $1.8 billion, but $2.2 billion until 1960. 

Those are two practical things that we want to consider. Going 
back to Vietnam, we are helping them. As I recall, I made a speech 
on the floor of the Senate 3 years, before we surrendered over there, 
saying thats if France would just recognize that a man demands some 
type of independence rather than being colonized where no native 
could even get an education, then they could settle that thing. But 
they would not yield and we put up a billion dollars a year which is 
more than France is putting in there—I think the total was over $3 
billion—all because France was intransigent about the foreign power. 
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Just before the fighting ended they gave them the thing they should 
have given them. It was too late. France lost all of the money that 





we put in there. Then they were going to have ——— divisions 
from France for NATO and then ——— divisions. We got only 
but a lot of money went into those ——— and all but the 


skeleton ones have been withdrawn for a war in north Africa and 
that war again grows out of the policy that even though Algeria is 
not a part of the mainland, nevertheless they claim it and they have 
not been able to lick them and are still fighting over it. 

According to my information, France has put about a billion dollars 
into that war and we have put about a billion dollars into France 
and that billion dollars, as far as we are concerned, has gone down 
the drain. It has not helped or strengthened us in NATO. 

Have we been too lax? I endorse the theory I want us to carry 
ahead, but have we been too lax in letting our allies adopt a foreign 
policy with respect to other operations that nullifies the operations 
that we have backed, calculated to protect their freedom as well as 
ours ? 

HOUSE COMMITTEE REPORT 


The next thing is this report from the House committee and I think 
we should have some explanation of it. Here is what they said: 

The unexpended balance for the military assistance appropriation item as 
of June 30, 1958, is estimated to be $3,362,090,000. This: amount plus the recom- 
mended new appropriation of $1,515,000 will provide a total of $4,877,090,000 
for future expenditure. The estimated expenditure: for this item for fiscal 
year 1959 as submitted to the committee by the |! -fense Department total 
$2.2 billion. Thus, he total available will fund the program into September 
1960, at that estimated expenditure rate. 

I am for the program but when you ask me to add $900 million 
to what the House has appropriated I think I am entitled to some 
explanation since they said they have given you a carryover fund 
not of $1.8 billion, but of $2.2 billion. 

Senator Dirksen. I certainly did not want to preempt your time 
and I have only one question and I wanted to ask those questions, 
too, but I think Mr. Sprague will be coming back and we will have a 
chance to direct those to him. He has familiarity with them. 

Mr. Spracve. I think I can explain it very easily. 

Secretary McExroy. Mr. Sprague would be the man to give the 
answer because he has it specifically in mind. We can do it now or 
Friday. 

Senator Roserrson. I have gotten my views on the record and any 
time you want to answer is all right with me. I yield the floor. 

(Letter from Mr. Sprague on this subject appears on pp. 232-233.) 


IMPORTANCE OF FRANCE TO NATO 


Senator Dirksen. We Talk about the billions that we put in France. 
What would have happened to the whole defense scheme of things if 
France had failed ? 

Secretary McExroy. France obviously is a central point for the en- 
tire defense activity in the NATO Western Europe area. You can 
regret as I regret the necessity of dissipation of France’s effort and 
manpower in its struggle in North Africa. I do regret it and I am 
sure that all of us around the table do. 


28282—58—_—7 
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We cannot, of course, run the foreign policy of all of our allies. We 

might have ideas about what they might do and I am sure they would 
have some ideas about what we might do, but we have to play it as it 
exists, and France is of such key importance in the entire NATO 
alliance that it seems to me that it has been inevitable that we would 
have to stay in and sit in on the game, even though there were things 
going on that were regrettable to all of us. 

Senator Youne. First, I want to say that the real problem, I think, 
in our trying to assume world le adership and stop Communist aggres- 
sion is that we are forced into the position of having to work with the 
leaders of any country that proclaim to be anti-Communist whether 
they are crooked or dishonest or inefficient or whatever they are. 

That is one of the great weaknesses, one of the great problems we 
have. We are paying the soldiers in Vietnam, Cambodia, Laos, 
Taiwan. and Korea. It is our money that is paying the soldiers; is 
that not right, General ? 

General Twrninc. Not all of it but some of it. 


PAY OF KOREAN SOLDIERS 


Senator Younc. How much are we paying the Korean soldiers? 

Mr. Spracur. We do not pay them. 

Senator Youne. It is still our money. 

Mr. Spractr. Not all of it. 

Senator Younc. What does a Korean soldier get per month? 

Mr. Speracuer. The annual cost to maintain a soldier in Korea is $302 
and in Taiwan it is $147. These estimates only cover pay, allowances, 
subsistence, and individual clothing. . 

Senator Younc. How much in Vietnam ? 

Mr. Spracue. $920. The reason for the discrepancy in Vietnam is 
that the higher pay scale was established when the French were in 
Indochina. 

Senator Youne. Isn’t this discrepancy going to cause us trouble 
in that part of the world ? 

Mr. Spracvr. The morale of the Taiwanese and the Korean soldiers 
could be vastly improved if they received more pay. 
tion about that. 

Senator Younc. What check do we have on the money that we put 
into Vietnam to pay their soldiers? 

When I was over there last fall IT could not find that our officials 
had any way of checking that amounted to anything. 


There is no ques- 


MILITARY BUDGET OF VIETNAM 


Mr. Spracur. IT was in Vietnam last fall mvself. The Vietnamese. 
when they prepare their military budget, work very closely and trade 
all of their figures and receive advice and 
hibits and military missions out there. 

They give us all of their information and we advise them how their 
budeet should be Oren ks 

Senator et I think everyone knows that the Vietnamese sol- 
diers only work at their job part of the month and they go and draw 
their pay. Whi Z real check do we have on whether 


assistance from our eco- 


this money is 
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going to them or whether we are paying someone who is not even in 
the service. 

Mr. Spracur. The Vietnamese have a regular army and they have 
150,000 who are on duty every day all year. They have reserve forces 
that come in for training 2 weeks to a month. 


ECONOMIC ASSISTANCE TO LAOS 


Senator Youne. Later I want to go into this economic assistance to 
Laos where the Comptroller General states that this money was badly 
handled, where they went to black markets and took the money we 
gave them, exchanged it at a 3-to-1 rate and pocketed it. 

Mr. Spracue. In that connection, you will have an opportunity to 
question the International Cooperation people on that but none of the 
currency problems relate to the military assistance program at all. 

Senator Youne. I would like to ask at this time, Mr. Chairman, 
that they have someone here who can answer these questions specifi- 
cally who knows what is going on out in the field. I am going to 
ask the questions that the General Accounting Office and the Comp- 
troller General have raised. They all believe it is a bad mess over there. 

Mr. Spracve. In the military assistance program we are discussing 
this morning, we give no money to Vietnam. We simply give them 
equipment, hardware, tools of war and training. 

Senator Youna. It is our money that pays the soldiers, is it not? 

Mr. Spracur. Not the military assistance program funds. 

Senator Youna. It is United States money. 

Mr. Spracur. Yes, sir. 


AMOUNT REQUESTED 


Senator Sauronstatu. Mr. McElroy, you are specifically here dis- 
cussing and asking us to return $90 million in military assistance, 
are you not? 

Secretary McEtroy. That is right. 

Senator SautronstaLL. And you are here asking us to return $110 
million in defense support ? 

Secretary McEtroy. No. What we are asking is that instead of $1.5 
billion which has been authorized by House action, that the figure 
be established at the $1.605 billion which is the total amount of the 2 
combined which was authorized by the authorizing legislation. 

Senator SALTONSTALL. You asked us to return $90 million. 

Secretary McExroy. That is right. 

Senator Santronsraty. Are you not also speaking of defense sup- 
port? 

Secretary McEtroy. We are certainly in favor of the restoration of 
it but we have not been Asked to talk to that point this morning. 

Senator Savronsratu. But if you are going to get your $1.605 bil- 
lion and make it worth while you have to get a substantial amount in 
defense and support. 

Secretary McExroy. Yes, sir, we agree with that. 

Senator Sattonsrati. Are you interested at all in support of the 
President’s special authority and contingent fund? I ask that ques- 
tion because that can go into defense support or into military assist- 
ance or wherever the President thinks it is most necessary. 
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Have you given any consideration to supporting that item? 

Secretary McEtroy. We would very much like to see that contin- 
gency cut restored, also. 

Senator SattonsTa.u. So you are putting the Defense Department 
behind the restoration of the military assistance of $90 million and the 


defense support item of $110 billion and the President’s contingency 
fund of $55 billion to be restored. 


Secretary McExroy. Yes, sir. 

Senator Sarronstaty. And, General Twining backs you up on 
that? 

Secretary McEtroy. Yes, sir. 

Chairman Haypen. General Twining has a two-page statement 
which I think he should be permitted to read at this time. 


IMPORTANCE OF MILITARY AID 


General Twintnc. Mr. Chairman and distinguished members of 
the committee, 1 cannot emphasize too strongly the the security of 
the free world rests upon the system of collective defense arrange- 
ments and a sound program of military aid to our allies. Al] coun- 
tries in a position to do so should assist their allied partners in achiev- 
ing a balanced military posture. 

An integrated and essential part of the United States leadership 
of the free world community is the provision of material assistance 
to those who stand with us in opposing the Communist menace. With- 
out such aid, many of these countries cannot make the contribution 
necessary to insure the effectiveness of the collective effort and, in 
some instances, run the risk of domination by the Communists. 

When we consider that our own security is inseparably linked to 
the collective effort, we recognize that continued assistance to our 
allies is an indispensable element of our national defense. By help- 
ing them, we help ourselves. Conversely, if we do not help them—if 
we do not supply them with modern weapons and encourage a build- 
up of their armed forces for our mutual protection—the full burden 
of defense of the free world will fall upon us and our people. 

If this ever happens, the cost of “going it alone” will, in my opinion, 
add annual amounts to our defense appropriations far in excess of 
what we are asking today. 


EXTENT OF COMMITMENT 


The extent to which we are committed to the collective security 
structure is forcefully illustrated by our membership in the United 
Nations, NATO, SEATO, and the Association of American States; 
by our participation in the Military Committee of the Baghdad Pact; 
and by our numerous bilateral defense arrangements as, for example, 
with neighboring Canada. 

Participating with our allies in planning and building a common 
defense for the protection of the entire free world evokes their best 
effort and maximum contribution; and as their participation increases 
in both quality and quantity, the burden on the United States is 
eased and our own security augmented at a cost we can best afford. 

I would also like to point out that our military assistance programs 
are not generated in a vacuum, They are based on force objectives 


- 
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which are very carefully studied and thought out by the Joint Chiefs 
of Staff. We wrestle with this problem every year and do our best 
to set realistic force objectives which will best implement our national 
policy on collective security. Our plans and force objectives are apt 
to be reduced to mere scraps of paper, however, if the Congress fails 
to provide the money to carry them out. 


FULL AUTHORIZATION URGED 


I submit, therefore, that any curtailment in the already austere 
fiscal year 1959 military assistance program is a patently dangerous 
and unacceptable risk, and I join with the Secretary of Defense in 
urging that the full amount authorized for military assistance be 
appropriated as a measure essential to the military security of the 
United States. 

Chairman Haypen. Thank you, General. 

Senator Sauronstatu. May I ask one question of the General. 

You say on the fourth line from the bottom on page 1 of your 
statement : 


The full burden of the defense of the free world will fall upon us and our 
people. 
You mean by that, do you not, that our own security will be more 
greatly endangered and more difficult to sustain if the other members 
of the free world are unable to help us in our security as well as their 
own ¢ 

You do not mean that we are going to defend the whole free world? 
We are defending our own security and we are helping them to defend 
theirs by this means. 

General Twintna. That is right. 

Senator ELLtenper. As I pointed out a while ago, General, since 
1950 we have provided $24 billion in round figures for military aid. 

General Twrn1na. It is $22 billion. 


TRANSFER O ASSISTANCE FUNDS 


Senator ELtenper. There was appropriated $24 billion and $22 
billion had been used. 

Since that is so important, why was it that as much as $1.7 billion 
was transferred out of the military assistance appropriation ? 

General Twinrna. I do not know about that. 

Senator ELLenper. There has been $1.7 billion transferred out of 
the military assistance appropriation and used for other purposes. 

Mr. Spracue. The mutual security program of which the military 
assistance program is a part, is designed and so worded by the Con- 
gress to promote the foreign policy objectives of the United States. 

In the process of implementing the military program over a period 
of 8 calendar years, it has been approved by Presidents of both parties 
and Secretaries of State of both parties, that a certain amount of these 
funds to be transferred for uses in other areas. 

As you know, the law itself permits a transfer of up to 10 percent 
from one program to another in implementation of our foreign policy. 

Senator E.tenper. Could you give us a detailed account of it? 
If you do not have it, I would like to have it for the record. 

Mr. Spracue. It will be provided for the record. 

(The information referred to follows :) 
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ASSISTANCE FUNDS FOR WESTERN EUROPE 


Senator ELLtenper. General Twining, will you supply for the rec- 
ord the amount of this appropriation that will be used for the coun- 
tries of Western Europe? When I say for the countries of Western 
Europe, I am excluding Turkey and Greece. 

Mr. Sprague. Yes, sir; I will provide that for the committee. 

Senator ELLenpEr. I would like to have those figures. 

Senator Dworsuak. I would like to know whether General Norstad 
will testify. I am not making the request that he do. 

Chairman Haypen. He has not been asked to appear. 


FALSE IMPRESSION OF PROGRAM THROUGH MISMANAGEMENT 


Senator Dworsuak. We have heard General Norstad and General 
Gruenther every year and they present some interesting views, but 
I think it is embarrassing to them and I suppose as a soldier, General 
Norstad is outstanding, “but he carries out orders after all, and L 
would like to say to you, Mr. Secretary, in a helpful mood that you, 
as an experienced businessman would not supervise this military de- 
fense program as you are supervising it if you had any discretionary 
authority. 

You inherited a bad mess. We have been going along since the 
Marshall plan was set up trying to restore the economic stability of 
these various countries and we assumed they would take over; that 
they would, through manpower and their economic resources, make a 
maximum contribution to the defense of their countries, but be- 
cause we have mismanaged ineptly this entire program, we have 
created the false impression that everything we are doing and asking 
these people to do is for us, Our allies—and they are good allies— 
know what they need and they do not need, and I would ask that you 
try to emphasize, not as General Twining meant, that the full defense 
burden would fall upon us as a free people. 

I do not assume the obligation as a Member of Congress to support 
the free world, and I do not assume you have any mandate to do so 
unless the Commander in Chief authorizes such. 

Senator Younc. One of our top generals in Vietnam tells these 
people we are doing this for our defense and not for theirs. 

Senator Dworsnak. I thank the Senator for that contribution. 
That is the point I am making. We have had the wrong approach. 
I have a profound respect for your ability and in these various con- 
ferences I sincerely hope that you will try to correct some of these 
abuses because we cannot support the free world with our manpower 
or our financial resources and this whole thing is disintegrating. 

I am not afraid to say that on the record. ‘NATO has been going 
downhill. Everything ig disintegrating. Why? Ido not blame our 
allies. I blame those who have administered this program for us be- 

cause, as Senator Young said, we have created the false notion that 
we want to assume the responsibility of defending the entire free 
world. : 

We cannot do that whether we wanted to or not. It is physically 
and financially impossible, so I appeal to you as the Secretary of 
Defense, and again I say I have a great and high regard for your 
ability, and let us try to put this thing on the right road again. 
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It has been veering off the beam. The record shows that. Sure, 
I may be a little old fashioned in my views, but I am a realist, and I 
know you are and Americans are and that is why they do not like 
the lack of results. My colleague from Illinois says the people want 
to know what the answer is. They know down in their hearts what 
the answer is. 

I had a letter yesterday from one of the range officials who travels 
constantly over my State and he said in the past year he has inter- 
viewed hundreds of people and he said only one single person was 
in favor of this foreign-aid program. 


NEED TO PLACE PROGRAM IN PROPER PERSPECTIVE 


What atragedy. If it is a good program, and you think it is, then 
let us put it in proper focus and proper perspective, but let us not 
wait until we become involved in a global war and that the American 
people will wake up to the fearful tragic realization that we stand 
alone and that is what General LeMay told this committee 3 years 
ago, that the Strategic Air Command was the only thing that stood 
between Russian aggression and the security of the United States. 

That is why the people do not buy this. They will spend this money 
but they want to know that we have the active support of our free 
allies, not because we are bribing them, not because we are telling 
them that they should do that to help us defend our program, but 
rather because it is vitally important for them to recognize that unless 
they want to be taken over by the Soviet aggression they should be 
prepared to do something on behalf of their own country, and they 
lack that desire and that initiative and that objective today, and 
please do something about it before it is too late. 

Secretary McEtroy. There is much about what you said, Senator, 
that I agree with fully. There is no doubt that the countries that we 
are helping must want to be free and they must want to do their 
share and regard what we are doing to help them as being a part of 
a mutual effort or the entire overall effort will not be successful, and 
it must be approached in that way and I think that in many countries, 
not in all perhaps, but in many countries that we are helping that is 
the spirit and there is major effort being undertaken by the countries 
that we are helping. 

However, there is really no question that a program which I think 
is as good as I think this one is for this country’s own good, should 
be explainable to the American people so that it can have broader 
support, and I think that is one of our jobs. 

Senator Haypen. We thank you for your appearance, Mr. Sec- 
retary. 

The committee will stand in recess until 10:30 tomorrow morning. 

(Whereupon, at 12:20 p. m., Wednesday, July 9, 1958, the hearing 
was recessed, to reconvene at 10:30 a. m., Thursday, July 10, 1958.) 
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THURSDAY, JULY 10, 1958 


Unirtep States SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The committee met, pursuant to call, at 10:30 a. m., in room F-37, 
the Capitol, Hon. Carl Hayden (chairman) presiding. 
Present : Chairman Hayden, Senators Ellender, RE Bridges, 
Young, Dworshak, and Dirksen. 


MUTUAL SECURITY PROGRAM 


INTERNATIONAL CooPERATION ADMINISTRATION 


STATEMENTS OF HON. JAMES H. SMITH, JR., DIRECTOR; LEONARD 
J. SACCIO, GENERAL COUNSEL; AND J. E. MURPHY, CONTROLLER, 
INTERNATIONAL COOPERATION ADMINISTRATION; ROBERT G. 
BARNES, SPECIAL ASSISTANT FOR MUTUAL SECURITY COORDINA- 
TION; AND M. RICHARD BARNESBEY, OFFICE OF SPECIAL ASSIST- 
ANT FOR MUTUAL SECURITY COORDINATION, DEPARTMENT OF 
STATE; AND MARKLEY SHAW, COMPTROLLER, INTERNATIONAL 
SECURITY AFFAIRS, DEPARTMENT OF DEFENSE 


REQUIREMENTS OF MAJOR PROGRAMS 


Chairman Haypen. The committee will be in order. 

Mr. Director, we will be glad to hear from you. 

Mr. Smitu. Mr. Chairman and gentlemen of the committee, I wel- 
come this opportunity to make my first appearance before this com- 
mittee in order to describe the requirements of the major programs of 
the International Cooperation Administration and to discuss the ef- 
fects of the reductions adopted in the House appropriations bill. 

Mr. Dillon has described the urgency of providing to the Develop- 
ment Loan Fund the full authorized amount and Mr. McElroy and 
General Twining have set forth the requirements of the military as- 
sistance program. I shall cover particularly defense support and 
special assistance. ms 

Witnesses will be testifying subsequently on the details of these 
programs in each region, and Mr. Dulles will conclude with a discus- 
sion of the foreign policy considerations underlying the mutual se- 
curity program and a description of the requirements of the con- 
tingency fund. 
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HOUSE ACTION 


The defense-support and special-assistance programs were cut 
sharply in the House action. It is clear that if these neues are 
sustained it will result in a further retrenchment of our overseas effort 
to maintain our security and that of our allies, as well as our efforts 
toward peaceful progress and development in the free world. 


DEFENSE SUPPORT 


The President’s request for $835 million for defense support was 
cut to $810 million in the authorizing legislation and to $700 million 
by the House appropriation bill. 

We are dealing here with that part of the mutual security program 
which provides to 12 of our allies the economic support essential to 
enable them to carry out their defense role on behalf of the free 
world. 

Defense support provides the basic underpinning to these economies 
without which a military aid program would not be possible and with- 
out which development of the economy through such means 25 De- 
velopment Loan Fund projects could not be ‘undertaken. ii is an 
essential prerequisite element to our military, political, and economic 
objectives in these countries. 


COLLECTIVE SECURITY SYSTEM 


You heard yesterday of the importance of the collective security de- 
fense system. I would like to emphasize the word “collective” here 
because, as they mentioned yester - ay, this involves a variety of part- 
nerships which are referred to as “treaty organizations,” pacts, bi- 
lateral arrangements, et cetera. This points up the fact that our se- 
curity depends on contributions to the common defense made by others 
as well as by ourselves. 

Many free nations cannot make these contr —s without. assist- 
ance from the United States, including, in many cases, economic as 
well as military assistance. The furnishing of economic assistance 
for this purpose is the role of defense support funds. 

With the exception of Spain, whose militarily strategic position is 
self-evident, each of the 12 countries for which we ask defense sup- 
port assistance is close to the southern and eastern boundaries of the 
Soviet bloc countries, which have persistently threatened to override 
those boundaries. 

Eleven of these nations are either signatories of, or their territories 
are covered by, one or more of the mutual defense treaties which con- 
stitute a central element in overall United States defense strategy. A 
change in the responsibility of one member will undoubtedly cause 
reactions by the others. 

Six of these countries—Spain, Greece, Turkey, Taiwan, Korea, and 
the Philippines—are also the sites of major United States military 
installations which play a critical role in free world defense prepared- 
ness. 

The armed forces of the 12 nations total about 3 million men as 
compared with 2,600,000 men in the United States Armed Forces, The 
capabilities and roles of the individual forces differ from country to 
country but, in each case, whether from the standpoint of internal 
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security or defense against external aggression, these forces have 
direct military significance to United States security interests. 

Last year the defense support appropriation request was reduced by 
$175 million. We reduced the programs planned for Korea, Pakistan, 
Chin: 1, Turkey, Vietnam, Laos, and Cambodia by $147 million. Ex- 
penditures expec ted during fiscal year 1959 for defense support will 
be almost $100 million below those in fiscal year 1958. 


EFFECT OF HOUSE CUT 


The House cut means that our programs in these countries will have 
to be further reduced. There is a real danger that the economies of 
several countries will begin to lose hard- earned gains and that there 
will be an adverse impact on the countries’ actual defensive capabili- 
ties. 

More important, however, may be the immediate reaction of our 
allies that we are either losing our determination or we feel the danger 
has subsided. 

The defense support request by the executive branch for fiscal year 
1959 was worked out on an austere basis in the light of the economic 
conditions in the United States. It was considered the reasonable 
minimum necessary to hold the economic line in these countries under 
the burden of their defense undertakings. 

It cannot be said that the reduction imposed on our request of $835 
million will cause an immediate crisis for our aliles which will necessi- 

tate sharp cuts in their defense contributions. No one can foresee with 
such accuracy. 

3ut I do know that at the least we shall find ourselves during this 
year again juggling with threatening crises, rather than carrying out a 
plan. Surely the defense support program—as an essential part of the 
military assistance program—was not designed as a stop-gap holding 
operation with the inevitable slow retreat that that would imply. 

If this cut in defense support prevails I think we shall still have a 
fair chance of meeting the most pressing immediate military require- 
ments, but we certainly shall be unable to work effectively with the 
other countries toward the longer range economic solutions. 

Those countries will realize our action is in effect to leave them with 
the military responsibility and to withdraw our interest in their ulti- 
mate economic stability. This, in effect, leaves a wide open door for 
the Soviet economic aid forces to enter. 

We must therefore face the possibility of losing some of these coun- 
tries soon through economic penetration or later if Soviet policy re- 
‘verts to direct aggression. 

How might this cut be distributed among our allies? We cannot 
predict this accur ately now. But it is clear that we shall be severely 
limited in formulating sensible plans, following an orderly process of 
setting levels of assistance and carrying out carefully planned pro- 
grams. 

We will be more and more relegated to reserving our assistance 
from crisis to crisis, with the result that we will end up with no 
positive accomplishments—simply fires put out or kept under control. 
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REDUCTIONS IN KOREA AND SPAIN 


We know we will have to make cuts ranging from $35 million in 
Korea to $10 million in Spain in addition to cutting some of the 
smaller programs. These may seem marginal but it must be remem- 
bered that overall our economic assistance is marginal. Yet without 
it we would have no basis for the mutuality of effort we must sustain. 

Thus in our defense support program this i is the situation we face: 
our substantial success during the past years in achieving our collec- 
tive military structure while at the same time maintaining or increas- 
ing the political and ec onomic stability of the countries involved was 
shaken by last year’s heavy reductions. 

The defense support funds requested by the executive branch were 
considered the minimum necessary to remove this danger, and to 
forestall threatening economic deterioration. Cuts again this year 
would aggravate the serious situations we now face in the defense 
support program, and would deny the possibility for this year of 
moving toward something sounder than a crisis-based operation. 


SPECIAL ASSISTANCE 


The President originally asked $212 million for special assistance. 
Congress authorized $202.5 million. The House appropriations bill 
would cut the appropriation to $185 million. 

Special assistance is not in any sense a flexible or emergency fund. 
It is the economic aid that is necessary to achieve any of the variety 
of political, economic, or other objectives which the United States 
a“ have in a country where we are not supporting significant mili- 

tary forces as well as for some worldwide programs such as malaria 
eradication. Special assistance supports United States objectives in 
countries such as Jordan, Israel, Morocco, Libya, and Tunisia. 


STRATEGIO AIR FORCE FACILITIES 


The United States Air Force has built strategic base facilities in 
Morocco, Libya, and Tunisia. 

About half of the $27 million reduction made in special assistance 
funds for fiscal year 1959 might have to be applied to such countries. 
This, in itself, threatens the ability of the United States to help pro- 
mote the ceonomic progress and political stability of these countries 
necessary for effective operation and use of the base facilities. 

In the case of Morocco, even assuming that there will be no signifi- 
cant further reduction in the levels of various forms of French as- 
sistance, any cut further limits the ability of the United States to assist 
in its development program with consequent serious effects in view of 
the five key United States military facilities now located in that 
country 

The United States economic assistance programs have already 
achieved broad and important results and have helped moderate north 
African governments disposed to friendly and cooperative relations 
with the United States to survive in the face of pressures against them. 

There is a growing realization among African peoples that friendly 
United States help can assist them in equpping themselves to manage 
their own affairs successfully, and without sacrificing the freedoms 
they have recently won. The achievement of this realization through 
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our programs is a very significant psychological and political asset 
to the United States. 


PROGRAMS FOR ERADICATION OF MALARIA 


Six hundred thousand dollars of the $27 million cut would have to be 
applied in the important continuing programs for the eradication of 
malaria. We would also have to reduce the provision of civil police 
training and equipment to a number of countries in the Near East and 
Southeast Asia threatened by Communist infiltration. 

The cut would affect important projects in Berlin which are needed 
to sustain morale and help us continue to fulfill our special responsi- 
bility as an occupying power. 

It is also estimated that programs in the Near Eastern area, where 
we all agree our interests are of major proportions, would have to be 
substantially reduced to the detriment of those interests. 


TECHNICAL COOPERATION 


The bilateral technical cooperation is a relatively small program in 
dollars, but it has profound _— far-reaching effects. Many of you 
are more familiar with it than I am so I will not describe it other than 
to say it helps these peoples te ‘Ip themselves. It provides the basis 
for the peaceful economic, political, and social progress of the less- 
developed countries of the free world. And it is the program which 
provides one of the few and often the only contact and communication 
between our own people and the peoples in many areas around the 
world. 

The House appropriations bill provides for the full $150 million 
program. This action has put a new vigor into the people concerned 
with the work, and I urge the committee to recommend the adoption 
of this amount. 


Let me mention 2 or 3 aspects of this program which are being 
given particular attention. 


EMPHASIS ON EDUCATION 


Education is being underlined. Our own history has shown edu- 
cation is fundamental to the development of a n: ition. I have taken 

steps to assure that we recognize this in our work overseas. We would 
like now to assist in improving educational facilities in the less- 
developed countries. 

To supplement our technical assistance programs, we plan use of 
special-assistance funds in helping American-sponsored educational 
institutions abroad. 

The use of university and other contract personnel is increasing. 
This is a valuable means df tapping the technical resources of our 
country, and I intend to continue this emphasis. 


UTILIZATION OF TECHNICIANS 


We are also exploring the possibilities of further utilization of 
technicians from other countries in instances where American tech- 
nicians cannot be found or where certain special abilities, such as 
language or particular technical knowledge and skill, are needed. Our 
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missions overseas are looking into these possibilities carefully, and 
we here are establishing the necessary policies and procedures. 

On a limited and case-by-case basis this technique has already been 
used and has proved quite effective. 

In Libya, ICA finances the employment of many Arabic-speaking 
teachers and several Public Health and Agricultural technicians. In 
other countries—Vietnam, Laos, Korea—we also are successfully using 
technicians from other countries to meet particular local needs. 





EGYPTIAN SCHOOLS IN LIBYA 


Chairman Haypen. I have been told with respect to Libya there 
was a great effort being made by the Egyptian Government to estab- 
lish schools there that would take the place of what we are trying to do. 

Mr. Sniru. I think the very large percentage of teachers in Liby: 
are Egyptians, although we have supplied a number of teachers of 
other nationalities, which we think is a very important thing in that 
country. 

Chairman Haypen. I just wanted to make that comment. I had 
heard that. 

Mr. Smirn. I am glad you mentioned that, Mr. Chairman. I think 
itis avery important program. 


PERSONNEL TRAINING PROGRAMS 


Congress this year, in addition to authorizing the full amount re- 
quested by the executive branch for technical cooperation, added $8 
million (a) to provide major improvement in the effectiveness of our 
personnel through such things as technical and language training, 
and (6) to expand our programs of training foreign technicians in 
the United States and other countries. 

Under this fund, ICA personnel training programs would be de- 
signed both for personnel under technical cooperation and for per- 
sonnel under other categories of aid whose services advance the same 
general objectives. 

These additional administrative expenses related to these two types 
of expanded training activities would also be borne by the fund. This 
is a substantial step forward in improving the qualifications and effec- 
tiveness of our personnel. 


OBLIGATIONS AND EXPENDITURES 


I have attached a tabular presentation of financial information 
for the nonmilitary portions of the mutual security program. As of 
the end of the fiscal year, June 30, obligations amounted to $1,484 
million of the $1,697 million available. The unobligated balance, 
$213 million, is accounted for by—lI will not read all of these. They 
are in the table. 

(The table referred to follows:) 
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{In millions] 


Development Loan: Fun@ eich ciicet condcicisintidahendneeteny eens $197.9 
ARE. GOOREEEIS, GE VOIODINOIC, TINE 6icciennendeed ereemaninnalion 6.0 
Joint control areas (available until September 30, 1958) -.------------_ 2.9 
United Nations Relief & Welfare Association_____--_---_--_----------- 2.4 
mTeetaice cooperation (bilateral) ici.) i hs eee 1.9 
CO: GO an sn ins nn ni tinisi nse Sha a tnaigealiaiaa eas cal 
es Co ans cicicch cca wees nies een ieee tame atednenieaiaails 4 
MN icin scar ttmctinvnsiexcnipensih etter ap Care nt utah pillage agate aan .3 
Spores GMINUENCO 8.8 a oa ee ee ene 3 
DENTARG OTB a aan a ss esi ciieeicctssienict i een a aad re: 

I i cn ice assented cae elle cidade iain aceaniad 212. 9 


UNOBLIGATED BALANCES 


Senator Dirksen. Well, Mr. Smith, you say $213 million is unobli- 
gated. How is that hi indled with respect to those items on page 10? 
Are they the unobligated balances used for those respective purposes, 
or not ¢ 

Mr. Smirn. Let’s run right down the table, then. 

The Development Loan Fund, which accounts for the major part, 
almost $200 million out of the $213 million, as you know, is available. 

Senator Dirksen. Was that an advance to the fund ? 

Mr. Smiru. Yes. 

Senator Dirksen. It was earmarked for the fund? 

Mr. Smirn. Yes. 

Senator Dirksen. Then for practical purposes, it was obligated, 
was it not ? 

Mr. Smiru. Let me just continue. 

While the Development Loan Fund accounts for the bulk of the 
unobligated balance it should be noted that in addition to loan agree- 
ments signed (obligations), the fund has issued letters of advice 
(commitments) in the amount of $38.5 million, has pending letters of 
advice for $87.5 million, and has administr: atively earmarked $39.3 
million. As of June 30, this left the fund with ‘only $ 32.6 million 
available to cover active loan applications at that date, of over $1,600 
million. 

Senator Dirksen. What I was getting at was the use of the words 
“the unobligated balance, $213 million.” Technically, it was obli- 
gated. You committed it; did you not ? 


COMMITMENTS BY LOAN COMMITTEE 


Mr. Murpny. Technically, in terms of section 1311 of the Supple- 
mental Appropriations Act, Mr. Dirksen, it is unobligated, but as a 
practical matter it is committed by the Loan Committee. 

Loans have been approved for the vast majority of it and, as a 
practical matter, only $326 of that unobligated balance was really 
available to work with on June 30. 

Senator Dirksen. Yes, but in reading “the unobligated balance, 
$213 million,” you say, well, you have neither obligated or expe snded 
$213 million. Even if you said to McIntosh, “We will let you have 

$197.9 million and you can count on it,” for practical purposes that 
is an obligation. 

Mr. Murrny. That is right. That is right. 
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For practical purposes, as far as the Loan Committee is concerned 
Senator, the only money they have to work with is $32.6 million on 
June 30 because they have either issued letters of advice to applicants 
saying they have approved their loan, here are the interest terms, 
here are the terms of the loan, the purposes for which it will be used, 
the terms of repayment, and we are now prepared to sit down with 
you and sign a loan agreement—so that barring some highly unfore- 
seen circumstances, as a practical matter we cannot back away from 
that, we have to go ahead with it. 


HOUSE REPORT COMMENT 


Senator Dirxsen. In the House report, for practical purposes they 
said you had only obligated $325 million out of the Development Loan 
Fund, so they are going to cut you this amount. 

Mr. Murruy. Secretary Dillon said yesterday in his statement 
that this is a misconception of the methods by which the Fund 
operates. 

Senator Dirksen. I want to be sure when we sit across the table 
from the House conferees that we know what has happened to this 
$213 million. 

Mr. Murpny. All but $32 million of it is actually approved for 
loans, and the remaining $32 million has against it applications total- 
ing $1.6 billion, which is a pretty clear indication of where they stand 
financially. 

Senator Young. Mr. Chairman, I would like to ask some questions 
at this point. 

Chairman Haypen. Senator Young. 


ALLOCATION OF PUBLIC LAW 480 CURRENCY 


Senator Youne. How much Public Law 480 currency do you have 
that you can allocate to various countries ? 

Mr. Mourpny. In fiscal year 1959, Senator, our obligations of Public 
Law 480 currencies under this program are estimated at $621 million. 

Senator Youne. How much will you have left over after that ? 

Mr. Mourpny. I will have to look that up. 

Senator Youne. You can = ice that in the record. 

Mr. Murpeny. All right. $274,380,000 equivalent. 

Senator Younc. Do not these currencies to a large extent take the 
place of dollars in helping this country # 

Mr. Murruy. Yes, sir; they definitely do. 

For example, in Korea $50 million of that $621 million will be used 
for military budget support, and if we did not have that $50 million 
worth of hwan generated by Public Law 480, there is hardly any 
question but we would have to be asking for $50 million more appro- 
priation for defense support in Korea. 

Senator Youne. And it isthe same situation in Pakistan ? 

Mr. Murpny. It is the same in Pakistan, Vietnam, and Taiwan, 
and it is a sizable amount. 

Senator Younae. If I may, Mr. Chairman, I would like to have 
plac ed in the record at this point a table on the use of these funds. 

Chairman Haypen. Certainly. 

(The table referred to follows:) 
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TOTAL ESTIMATED EXPENDITURES 


Mr. Smrrn. Expenditures during the fiscal year are $1,306 million 
as of May 31. We expect the total for the year, when the final 
reports are in, to approximate the $1,500 million originally estimated 
for this fiscal year. 

In this connection I should like to make one particular point. It 
is often argued that our defense support program can live on its 
pipeline—that because of this, cuts in new appropriations would not 

e damaging 

Cuts in the defense support appropriation for fiscal year 1959 could 
not be made up from unexpended balances. In this category, the un- 
expended balance stood at $1,158 million at the end of fiscal year 1957, 
and was reduced to $911 million at the end of fiscal year 1958. 

“ven with the full $810 million appropriation now authorized, 
the pipeline at the end of fiscal year 1959 would be cut to $832 mil- 
lion. This is a reduction of $318 million or 28 percent in 2 years. 


LEVEL OF PIPELINE 


The pipeline, approximately equal to 1 year’s program level, which 
will be available is as low as is reasonable for programs which must 
be nba out with foreign nations and which involve procurement 
and shipment of goods overseas. 

The minimum amount of aid deemed necessary to maintain our pro- 
gram has been carefully worked out by the executive branch. The 
virtually full obligation of available funds and the high rate of ex- 
penditures during the past year bear out these earlier ‘estimates and 
do not provide any cushion for reducing new obligational authority. 


CONCLUSION 


I should like to conclude on some general remarks which relate to 
the economic side of the mutual security program as a whole. 

We have gone through a particular comprehensive and lengthy 
presentation “this year of the executive branch request for mutual 
security funds. It has been reported that we kept matters secret. 
This is not so. We have declassified most of our work, and there are 
strict instructions out to keep classification to a minimum. 

Furthermore, we were ready to present our case weeks earlier this 
year, in order to be certain each committee would have a chance to 
study it. One committee’s hearings take up some 1,600 pages. Every 
question has been answered to the best of our ability. 

The authorizing legislation reduced the request by some $274 
million and the House appropriations bill cut another $600 million. 
Yet throughout the record to date of these hearings and of this con- 
gressional action there is no statement or implication that the threat 
to the free world in the economic field has diminished in any way. 


OPEN DECLARATION OF ECONOMIC WAR 


No official or agency has been relieved of the responsibility for 
maintaining the strength of our mutual security structure. We all 
are aware of the fact that. Khrushchev openly declared economic war 
on the United States in November 1957. There is general agreement 
even among those who are primarily concerned with the military 
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effort that the more pressing danger is now economic rather than 
military. 

The statements made in late February by the President, the former 
President, the Secretary of State, the former Secretary of State, the 
Secretary of Defense, and others emphasized the urgency with which 
we must apply ourselves to this task. 

Yet in the appropriation bill before you, the program has been cut 
by some $600 million. No justification was given save that the job 
was not being done well in some areas of the world. 


CHARGES AGAINST EMPLOYEES 


In the course of illustrating this, individuals employed by the 
United States Government in the civil or foreign service, representa- 
tives of United States universities, and employees of American indus- 
tries have been indirectly charged with malfeasance, stupidity, indif- 
ference, incompetence, et cetera, in sweeping statements, with no re- 
gard to those who are working diligently and devotedly in some of 
the least livable spots of the world. 

Let me remind you, too, that many of our people are subject to 
extreme hazards. During the past year or so 1¢ /A personnel in Iran, 
Lebanon, Jordan, Indonesia, and Ceylon have been under fire or 
otherwise subject to danger of immediate bodily harm. 


ATTACKS ON AMERICANS IN LEBANON 


Incidentally, I would like to show you at this moment the story in 
the newspaper this morning, “Rebels Fire on Americans,” which is 
a story from Beirut, in which our mission director, Mr. Dorsey, and 
his wife and two small children were under attack in their apartment 
house in Beirut. 

Senator ELtenper. What do you attribute that to? Why should 
they not be nice to us? 

Mr. Smirn. I do not think this attack was directed personally at 
them as Americans. 

Senator Extenper. But they destroyed our libraries there. Can 
you account for that ? 


WASHINGTON POST ARTICLE 


We have aided Tunisia, in the past and we are continuing to help 
them. But let me point out what Mr. Bourguiba said on July 7  s 


would like to put this entire article which appeared i in the Washington 
Post in the record, Mr. Chairman. 


Chairman Haypen. That may be done. 
Senator Ettenpver. It says, in part: 


In an interview with a reporter for his Neo-Destour Party’s weekly newspaper, 
L’Action, he also predicted a future of “chaos and anarchy” for France and de- 
plored what he ealled United States failure to step up economic and military aid 
for his country. 

“It is as though we were being penalized for sticking with the West,” he 
said. “This cannot be.” 

Up to now, Tunisia has had no relations with Communist countries. Re- 
minded that many Tunisians have claimed this deprives the country of a bar- 
gaining lever in dealing with the West, Bourguiba replied : 

“There is absolutely no reason for the current situation to continue. We have 
already decided, in principle, to establish diplomatic relations with the U. S. S. R. 
and a commercial delegation is already en route to Moscow.” 
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And yet you have in this bill a liberal program for Tunisia and 
north Africa. 


“As for China, its recognition and the establishment of diplomatic relations 
with it has already been decided.” 


(The article referred to follows :) 


{From the Washington Post, July 7, 1958] 
Boureursa Says TuNIsS Plans Rep Links Soon 


Tunis, Tunisia, July 6.—President Habib Bourguiba said today his Govern- 
ment plans to recognize Soviet Russia and Communist China before the end 
of the year. But, he added, that means no fundamental change in Tunisia’s 
friendly policies toward the West. 

In an interview with a reporter for his Neo-Destour Party’s weekly news- 
paper, L’Action, he also predicted a future of “chaos and anarchy” for France 
and deplored what he called United States failure to step up economic and 
military aid for his country. 


“It is as though we were being penalized for sticking with the West,” he said. 
“This cannot be.” 


BARGAINING LEVER 


Up to now, Tunisia has had no relations with Communist countries. Reminded 
that many Tunisians have claimed this deprives the country of a bargaining 
lever in dealing with the West, Bourguiba replied: 

“There is absolutely no reason for the current situation to continue. We 
have already decided, in principle, to establish diplomatic relations with the 
U. S. S. R. and a commercial delegation is already en route to Moscow. As for 


China, its recognition and the establishment of diplomatic relations with it has 
already been decided.” 


He said he could understand the United States desire to do everything it 
could for France, but he warned that unless the war in neighboring Algeria ends 
soon, the West risks losing all of Africa. He added: 


“The West will continue to have NATO,” he said, “but all the rest of the 
world will be with the Russians.” 

Asked what he thought would happen in France, Bourguiba said: 

“T am a pessimist, very pessimistic. I am afraid of the day when illusion 
will give way to disappointment. There will be anarchy, chaos. Everything is 
possible—especially the worst. 

“All we ask is that (French Premier) Charles de Gaulle ‘uncork’ the situation. 
Let him put his confidence in the future of a free, independent Algeria. We have 
shown a certain confidence in General de Gaulle. 

Bourguiba stressed he is still strongly behind the Algerian national libera- 
tion movement. He said it was a “shame, hypocrisy” that the West cried 
“murder” when the Soviet Union suppressed the Hungarian revolt, yet keeps 
silent about French tactics in Algeria. 


RESULTS OF AID PROGRAM 


Senator ELtenver. What do you have to say to that, Mr. Smith? 
It seems the more we help those people the more they demand and the 
more trouble we get into. 

Mr. Smirn. Sir-—— 

Senator ELLenper. Give us your candid opinion about it. 

Mr. Situ. I do not think that is the conclusion that can be drawn 
from the workings of the aid program, Senator Ellender. I think it 
is inevitable that when you aid people that some groups within a 
country are always going to complain about the fact that it is not 
sufficient. 

Senator Ex..enper. But the aid is to stabilize the Government. 
Isn’t that why we do it? 

Mr.Smirn. That is correct. 
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Senator ELLENper. But somehow it has not done it. We are now 
in dutch with practically every country in the Middle East except 
Israel. Am I not right on that? 

Mr. Smirn. No; “T think we have reasonably good relations with 
many of the countries in the Middle East. 

Senator ELLENvER. Yes; so long as you continue paying them off. 

Mr. Siru. I do not think that is a correct description of what we 
are doing. 

Senator EL.enper. I say it is. That is my view of it. As long as 
you contribute to them, everything will be alright. But you stop and 
see what is going to happen. 

Mr. Smrri. It is ce ‘rtainly not the intention of this program to go 
on, as you say, contributing to these people indefinitely. If we can- 
not see an end to where we have good relations with these countries 
without contributing indefinitely, “then the program is not going to 
work. 

Senator ELLenper. When are you going to stop it? You have had 
it for 11 years now, and the more money we put out it seems the worse 
conditions grow. 

We started off this program 11 years ago with the idea of fighting 
communism, of veering them away from Russia. We have spent $70 
billion including what you are asking for now, and we are no closer 
to our objective than we were when the program commenced. 

What have you to say about that ? 

Mr. Sairu. In the first place, if you go back 11 years, sir, you will 
find out we were working in countries then we are not working in to- 
day. Weran successful programs. 

Senator ELLtenper. Where? In France? 

Mr. Smiru. In Western Europe. 


EXPENDITURES IN FRANCE 


Senator ExLLenper. Let’s take France. We have spent in France 
$914 billion. What are we getting out of France today except 
trouble ¢ 

The first thing you know, France is going to be demanding rent 
for the bases we have built there, just the same as they are receiving 
innorth Africa. You mark what lam saying. 

What is the President going to do with the money appropriated for 
the contingency fund ? 

Mr. Smiru. Let me go back to France for a moment. You say 
we are getting nothing but trouble in France. 


ESSENTIAL NATO BASES 


We have—and I am not in the military business, but I happen to 
know something about the facilities we have there—if you go back 
and ask the people that are responsible for the military structure, you 
will find that we have a great number of bases there that are con- 
sidered essential to the whole NATO Alliance. Now, we have paid 
for those, there is no question about it. 

Senator ELLENvER. Ev ery one of them. 

Mr. Smiru. The people that paid for them considered it a very 
worthwhile thing to do and essential to our defense. 
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Senator E.tenper. The same as in north Africa. 

Mr. Smiru. In north Africa today we have a number of strategic 
airbases without which we just could not get along. I think that 
is well established. 

What you are saying, Senator, is that we ought to just be willing 
to abandon these bases and. 





CHARGES OF MISMANAGEMENT 


Senator Etienper. No; I did not say that at all. I said this pro- 
gram has been mismanaged for the last 5 years or 6 years and it is 
making the people more dependent on us than they should be. 

In other words, the aid at the beginning was supposed to inculcate 
in them the urge to be on their own feet, to help themselves, and then 
help us. But it has not resulted that way. 

We have been giving until it hurts, and yet whenever we want to 
make a move we have to put up more money. That is what has hap- 
pened. 

We are paying 44 percent of the military program for France to- 
day, and you know that. And why should that be? 

France today is better off economically speaking than she has ever 
been. If France collected from her taxpayers along the same line as 
we, she would not need this aid. 

But we just let it go by and say, “Well, whatever you need we will 
supply.” 

As long as we let those people lean on our shoulders, Mr. Smith, 
with all due respect, they are going to lean on us and get all they 
can out of us. You take it from me. 

I have been over this world 7 or 8 times now, and I believe I know 
what I am talking about. 

Mr. Suirn. Let me say this: I agree with you completely that, if 
we are just going to let people lean on us 

Senator ELtenper. That is what you are doing. 

Mr. Smiru (continuing). Then we are not building a successful 
structure, 

Senator Ettenper. That is what you are doing. 

Mr. Surrn. We are not letting people lean on us, and we are trying 
to get everyone to put their shoulder to the wheel because this thing 
will not work unless we work it in that manner. 





ASSISTANCE FROM FRANCE IN SOUTHEAST ASIA 


Senator Ettenper. What help are we getting from France in south- 
east Asia? 

Mr. Smiru. You are out of my area at the moment. There is no 
money for France in either one of these two items we are discussing. 

Senator Etenver. No, but there is money in the bill to assist West- 
ern Europe 

Mr. Smirn. That is right. 

Senator ELtenper (continuing). To put up missile bases, which 
they, themselves, should do. 

Mr. Smirn. The military people, I think, testified on the importance 
of that. 
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INCREASING NATIONAL DEBT 


Senator ExLenper. Sure. It is all important, but we are carrying 
the whole load. Let me say this to you, Mr. Smith: What is our debt 
today ? 

Mr. Smiru. Too much. 

Senator E.tenper. Exactly, and you want to increase it. This year 
we will go $314 billion in the red, and next year $10 billion more, And 
yet you are willing to come to this committee and say to us to send 
them more money to increase our debt. You are going to bring to our 
own shores the very thing we are fighting against now, and that is 
some kind of “ism.” 

Senator Dirksen. Senator Ellender, would you mind a brief inter- 
position at this point? | ; 

Senator Ettenper. I am through for the time being. 


EMOTIONAL REACTIONS OF OTHER COUNTRIES 


Senator Dirxsen. I am glad this question has been raised, concern- 
ing the emotional reactions of other countries who have been the re- 
cipients of aid. I think there is a general disposition here that there 
ought to be a sense of appreciation on their part. And, perhaps, 
there is. 

But my observation is that there is no such thing as a national 
emotion except in times of danger. You can stir the wells of hate 
when you are at war with a country or a group of countries; you can 
propagandize; and you can develop a state of mind and a state of 
heart that expresses itself in terms of hate. 

But, on the other hand, other than that, there is no such thing as 
a national appreciation or national affection or national love. That 
is just a myth, in my book. 

What you get, or all you can ever get, is respect. All you can ever 
get is regard of the weak for the strong. There is no ‘other thing. 
There is not anything like a national emotion. Simply because it does 
not convey itself to people. 

Why should a Britisher who works in a co: al mine 8 hours a day, for 
a rather modest wage compared with our miners, be particularly ad- 
vised of what we may have done for them and get up on the housetops 
with a flag and shout about what we have done? 

First, it does not come to his attention. Secondly, if it did come 
to his attention, he might be in a mood to expect it, but he is too con- 
cerned with his own neurotic problems, and life is just beset with neu- 
rotic challenges for most people, not only elsewhere, but here, as well. 

If you have any doubts about it, pick out 100 housewives and 100 
men, wherever you find them, penetrate into their innermost thinking 
and find out w hat the daily living challenges are, and those engrossed 
in the thinking and spirit of the people. 

They have not got any time for what we call national appreciation. 
It is just not in the books. But I think that the development is, as 
these people come in our direction, one of respect. They know where 
strength lies in this world, and today we either deal from strength 
or we do not deal at all. 

Off the record. 

(Discussion off the record. ) 
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Chairman Haypen. Back on the record. 

Senator Youne. Mr. Chairman, I would like to ask Mr. Smith a 
question. 

Chairman Haypen. Senator Young. 

Senator Younc. Mr. Smith—— 

Mr. Smiru. Excuse me. I believe the last statement on the record 
was that I was here endeavoring to increase the debt, and I would 
like to correct the impression. 

Senator ELLenper. You sure are here to increase it, and I will re- 
peat it. 

Mr. Smirn. I am trying to point out that this program is the least 
expensive way of accomplishing our objective. We have had a greag 
deal of information about that from the military. 

Senator Ex.tenver. I have heard that for the past 6 years, Mr. 
Smith. Six years. 


COST OF COMPLETE SECURITY SYSTEM 


Mr. Smirn. And the question has been raised in this committee: 
What would it cost to do this job if we abandoned our allies and built 
our own national-security system as a completely United States proj- 
ect? I think the cost has been estimated at something like $80 billion 
a year as against $40 billion, and I think this has to be borne in mind. 

Senator ELLENpDER. With all due respect, vou are just parroting your 
predecessors. I have heard this same story for the last 5 or 6 years. 
That is just about what it amounts to. 


SPECIFIC AID PROGRAM EXAMPLES 


Senator Youne. One of the reasons why I think the foreign aid 
program or mutual aid program has invited so much criticism is the 
way it is being handled in certain countries. Let me give you an 
example. 

SITUATION IN LAOS 


This is a letter marked “Secret” from Mr. Campbell, the Comp- 
troller General, but I understand the “Secret” label has now been 
taken off except for the figures pertaining to the amount of our mili- 
tary assistance. This was written by Mr. Campbell, the Comptroller 
General of the United States, dated February 4, 1958. I am going 
to read part of it. It is addressed to the Honorable Milton R. Young, 
United States Senator. 


DEAR SENATOR YOUNG: We are glad that you found the opportunity to contact 
our Far East Branch during your visit to Tokyo in November, and hope our 
office there was able to be of assistance to you. 

We have been informed by the Director of our Far East Branch that you re- 
quested information upon the possible misuse of cash-grant funds in connection 
with the mutual security program in Laos administered by the International 
Cooperation Administration. 

Certain information concerning the cash-grant program in Laos came to the 
attention of staff members of our Far East Branch in the course of their review 
of the military assistance program in Laos in October 1957. A résumé of this 
information, without audit, was forwarded to this Office for consideration. 


This is the paragraph that is important: 


The situation may be summarized about as follows: From 1955 through fiscal 
year 1957 the United States made direct dollar grants totaling about $94 million 
to the Government of Laos. In Laos, kip, the local currency, is deposited at the 
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rate of 35 to $1 in a special account from which our Government expenditures 
are made primarily for the support of Lao military forces. The dollars are 
placed in a bank here in the United States to the credit of the Lao Government, 
and subsequently import licenses authorizing the use of these funds for import 
of goods and services are granted. There are indications that a large portion of 
these funds were used to procure local currency at the black-market rate (about 
8 to 1) in Thailand and Hong Kong rather than to finance bona fide imports. 


BLACK-MARKET OPERATIONS BY AMERICANS 


Senator Williams has placed in the record the names of some 12 
or 15 Americans, American Government officials, who were engaged 
in the black-market operations as far away as Manila, Hong Kong, 
and other Asiatic cities. He placed those in the record some 2 months 
ago. 

I want to read further: 


In addition, import items were overinvoiced, diverted to other countries, and 
delivered short or defective. These abuses are said to be attributed largely to 
the lack of experience in government machinery in Laos abetted by corrupt 
officials high in the Lao Government. 


We have been in consultation with the officials of the International Coopera- 
tion Administration and the Department of State regarding these and other 
aspects of the program. These officials informed us that ICA and the Department 
have been aware of the above allegations and have been (a) attempting to 
ascertain the validity of such allegations and (b) taking steps to improve the 
operation in this area. 

We are requesting our Far East Branch to make further examination into the 
Laos program, particularly with regard to the aforementioned allegations, and 
to furnish us with a report thereon as soon as possible. 

The other part of the letter deals with the part that is still secret, 
the amount of money we contributed. 

He winds up: 

Our reports on the examination of the military-assistance programs in Viet- 


nam, Cambodia, and Laos will be available as soon as they have been processed 
through this Office. 


If we can be of further assistance to you, please let us know. 


That is signed by Mr. Campbell, the Comptroller General. 

If these other reports are available, I think the committee should 
have the advantage of them. 

How can we justify a situation such as this, where the money is 
deposited in a bank in New York to their account and they viclitte 
the regulations, go and take this money out, and go on the black 
market of Hong Kong and Manila and Bangkok at approximately 

a 3-to-1 rate, and pocket the money, for the “most part? How can 
we justify a program like that ? 

Mr. Smirn. On Tuesday we are going to have a presentation on 
this very subject by people who are very familiar with the details, 
and I hope you will be here at that time, Senator. 

In the meantime, I would like to say this: That we have stopped 
the cash grants going to tlfat government. We have requested a mone- 
tary reform, and we expect here within the next 30 days or so to go into 
negotiation with the government concerned and get a new plan 
worked out. 

I can assure you that we will not continue on the dollar-to-35-kip 
ratio in the future. 

(Discussion off the record. ) 

Senator Youna. On the record. 
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CONTROL OVER FUNDS IN VIETNAM 


What control do we have over the expenditure of these funds, 
say, in Vietnam in the paying of their soldiers? How do we know 

that this money is going to “the actual soldier or maybe to some 
fictitious name, or maybe someone who has been dead for a long 
while? What system do we have to check that ? 

Mr. Smiru. The question is: Are we certain that the money that 
we are providing is actually being paid to a soldier who is actually 
employed as a soldier ¢ 

Senator Youna. Yes. 

Mr. Smirn. I do not know the details of the system that is used 
to check that, but we will find out for you. 

Senator Youne. I could not get any satisfactory information while 
I was in Saigon. I talked to the top officials and no one seemed to 
know much about a check. They had 2 or 3 people assigned to the 
job, but they did not know for sure whether these soldiers were 
actually getting it or not. I understand the generals were getting 
$500 a month and most of them were engaged in other business. 


REASON FOR ILL FEELING TOWARD UNITED STATES 


That is the thing that creates bad feeling in these countries, when 
the poor people we are supposed to be helping do not get the money 
and oftentimes undeserving people get all the money. That, nat- 
urally, results in ill feeling toward the United States. 

I wish that you would have someone come up here and explain 
what kind of an auditing system we have, or how sure are we that 
this money is going to the people it is supposed to go to. 

Mr. Smiru. We will do that. 

(The information referred to appears on p. 306.) 

Senator ELtenper. May I ask a question here, Mr. Chairman? 

Chairman Haypen. Senator Ellender. 

Senator Exvtenper. In connection with what Senator Young has 
been talking about, it is my understanding that we furnish goods 
and materials for the soldier and the actual salary of the soldier is 
paid from funds of the host country. I wish you would look into that 
and see if that is correct or not. 

Mr. Mureny. I think I can explain that, Senator. 


SOURCE OF FUNDS TO PAY SOLDIERS 


The items that you mentioned first, the hardware and the food and 
the clothing, to the extent they are supplied at all by the United 
States are all financed from the military-assistance appropriation. 

With respect to the balance, a portion of the funds used to pay the 
soldiers are the funds collected by the other country through its nor- 
mal tax sources, and these funds are supplemented by counterpart 
funds which are generated through the financing of imports under the 
defense-support program. The “two together make up the total re- 
sources needed to cover the total military ‘budget. 

Senator Evtenper. As I have been ‘informed there are no dollars 
converted into the local currencies to pay the soldiers. The soldiers 
were paid from the counterpart funds generated from the sales of 
commodities. 
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Mr. Mourrny. That is the normal situation. 

Senator ELtenepr. That is what I thought it was. 

Mr. Murreny. The situation Senator Young spoke of was an 
exception 

Senator ELLtenper. Except in Laos. 

Mr. Moureny. Yes. It is an exception. 

Senator Younc. In Cambodia and Vietnam it may be, too. 

Mr. Murrny. No. 

Senator Youn. I would like to have the Comptroller General of 
the United States appear here and explain what they have found in 
this area. 

Senator Eitenver. That would be a good idea. 

Senator Dirksen. Off the record. 

(Discussion off the record. ) 

Chairman Haypen. You may proceed with your statement, Mr. 
Smith. 

Mr. Smirn. Certainly there should be improvement in the skill of 
the people the Government employs in this business. The general 
level of experience should be higher. But we entered this program 
on a temporary basis with no experience as a people in this sort of 
anendeavor. We must learn and improve as we go. 





CONDITIONS IN REMOTE AREAS 


This alleged incompetence of malfeasance was found in Laos, Cam- 
bodia, Thailand, and Vietnam—for Americans an extremely remote, 
unhealthy, uncomfortable area. Three of them are brandnew coun- 
tries just emerging from a war. They are without skilled govern- 
ment personnel, without any semblance of private enterprise as we 
know it and in some instances with a code of ethics, some -aspects 
of which we find as unusual as they find some of ours. Yet we here 
criticize the efforts of the people who are willing to go out and do 
something about it. 

And I must add this: The newspapers continually carry allegations 
of delays and inefficiencies as to construction work being done ‘within 
the United States where we have a stable currency and an advanced 
economy. We do not permit these cases to condemn the entire free- 
enterprise system, nor do we permit them to stop a project. Why 
apply a different approach to work being done overseas ? 

And now a word about delays. I am told that the ICA is slow 
but I have never found anyone so saying that would give a yardstick 
for comparison. 

MAJOR CONSTRUCTION PROJECTS 


In the field of major construction ICA has managed to complete 
some roads in far-off jungles in less time than it has taken to decide 
whether Route 240 is to be located within the District, to say nothing 
of its being constructed. 


RESPONSE TO EMERGENCIES 


And let me give you the record of ICA’s response to emergencies, 
such as epidemics and plague, during recent months: 

February 8: Tunisian village bombarded. 

February 9: ICA advised the International Red Cross that food, 
clothing, and shelter were immediately available. 
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April 11: Received request from Iraq for airlift of insecticide. 

April 18: Airlift financing completed. 

April 13: Received request from Pakistan for smallpox vaccine, 
to stave off an epidemic. 

April 22: Initial shipment delivered in Pakistan. 

May 2: Received request from Pakistan for doctors. 

May 9: Three doctors left for Pakistan, followed by six more 
May 13. 
May 11: Received Lebanese request for additional antiriot equip- 
ment. 


May 17: Shipment made. Basic equipment needed had been shipped 
6 months previously. 


AGRICULTURAL ASSISTANCE PROGRAM 


Senator Youne. If I may interrupt, I think this kind of assistance 
gains the most good will. I know the technical-assistance program 
with respect to agriculture—and most of the people in these countries 
are farmers—meets with favor. The people like it, and our agricul- 
tural people can go out and talk with them on the most friendly rela- 
tionship. They are not afraid to go into the most remote areas 
because these people have the greatest Tespect for them. 

Mr. Smitn. I think that is very true that the agricultural program is 
particularly successful. 

I think this sort of thing we are talking about here, where they 
have a real emergency and we are able to come in with penicillin or 
insecticides very quickly has a tremendous impact that is favorable 
to us. 

Senator Eiitenper. With all due respect to your comparison with 
Route 240 there is none whatsoever. A road there is something new 
to them, something they all desire. 

Mr. Smirn. They fight to get it to go one place or another place, 
and you have the same conflicts as here. 

Senator Evitenper. All you have to do is make the decision. 

Mr. Smiru. Wait a minute, Senator. 

Senator Eiitenper. Over here you have to put up much money to 
buy private property, and often court action is necessary. You do 
not have that to contend with in those new countries. You know that. 

Mr. Smitn. I think if we as the United States Government went 

into a foreign country and just decided a road should run in this 
particular place we would have all kinds of trouble. 

Senator ELLenprr. You do not do it that way. You do it with the 
aid of the local government. 


CONSTRUCTION PROJECT PROBLEMS 


Mr. Smirn. This is the problem: The local government cannot 
make up its mind because it is subjected to the same sort of pressures 
you have here. One group wants the road over here, and the army 
wants a gunnery range where you put in the road, and some other 
organization has some other conflicting interest. 

In another case we have a direct comparison between an ICA pro- 
gram and a Russian program. In Ceylon the decision to institute a 
smal] program was made early in 1956. An ICA survey team arrived 
in March. Six months later all the projects tentaitvely agreed to by 
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the survey were confirmed and being implemented. We now have 
many projects which are well advanced. 

Six months after the Russians had arrived late in 1957 only 1 of 
their 16 tentative projects had been finally agreed to and none have 
actually reached the implementation stage. 


SITUATION IN AFGHANISTAN 


Senator ELtenver. At that point, will you cite Afghanistan as an 


example? What did the Russians do there with $12 million? 


Mr. Smiru. Are you talking about the paving of the street? 

Senator ELLenper. I am talking about all of the projects, namely 
the paving of the street, the building of the bakery, and the buildin 
of the grain elevator. What have we there except criticism for build- 
ing two dams for which we were not responsible ? 

o you remember that? They were built by Morrison & Knutson 
with moneys furnished by the local government, without studies. We 
were not to blame, but yet we are being blamed for it. Give that 
example for the record. 

Mr. Smiru. That is bad public relations for this country. 

Senator E.LLenper. Of course it is. We might add that case to 
indicate all is not as rosy as it is in Ceylon. 

Mr. Smiru. Now let me go back and look at some geography. I 
mentioned that attention had been focused on four countries in south- 
east Asia—Laos, Cambodia, Thailand, and Vietnam. 


ESTABLISH MENT OF TEXTILE PLANTS IN INDONESIA 


In addition to this, the day before the bill went to the floor, copies 
of a letter concerning Indonesia were circulated to Members of the 
Congress. This letter was from ICA to the American Cotton Man- 
ufacturers Institute, pointing out ICA’s interest in getting American 
companies to establish textile plants in Indonesia. 

Those passing out the letter used it—as did a radio commentator 
the same day—to show that ICA was attempting to encourage the 
development of a textile industry in Indonesia counter to the inter- 
ests of United States industry. 

The facts were, first, that the letter was over 6 months old and that 
anyone interested in knowing the true facts would have had sufficient 
time to ascertain them, and, second, ICA was properly trying to get 
an American company to enter a $200 million market of which cur- 
rently only $5 million comes from United States producers, and the 
rest of the goods from other countries. 

ICA was trying to help American industry expand overseas in a 
manner beneficial to our country, to Indonesia, and to American pri- 
vate enterprise. This was a good and proper effort. 

Senator Brinces. How would it be beneficial, Mr. Smith, to have 
a textile industry that is just hanging on? 

You bought about 90 percent of all of your textiles overseas that 
were in your program. The textile business is going out of business 
in town after town, city after city. And the Indonesian Government, 
on which there is a great question how friendly they are to us, there 
is a real question as to whether or not they are cutting our throats 
from top to bottom. 


28282—58——_9 
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Do you want me to cite the record of the head of the Indonesian 
Government, some of the anti-American things he said ? 

Just tell us how it is going to help us to build up the textile industry 
over there. 

Mr. Smirn. Well, sir, if you have a country which is buying $200 
million worth of textiles only $5 million of which is from us, and we 
cannot get into that market with products that are made here in the 
United States because of competition, then the best thing to do is 
to go over there and start our own enterprise in Indonesia particularly 
when we know that if we do not do it the Communist Chinese will. 

Senator Bripces. What would we gain by that? 

Mr. Smiru. We gain what any American company gains when it 
goes overseas and sets up a branch as well as our overall objective. 


ATTITUDE OF INDONESIA 


Senator Brinces. Do you think we could get private enterprise 
profits out of Indonesia if we made any ? 

I am sick and tired of our whole attitude toward Indonesia and 
their attitude toward us. I am for foreign aid wherever there is true 
mutuality which is the fundamental basis for foreign aid. I am for 
foreign aid where the people are trying to help themselves instead of 
just accepting our help. I am willing to give aid to those who are 
our true allies and who are sincerely trying to foster the objectives of 
the free world, but I am disgusted with the ruling regimes in Indo- 
nesia, Yugoslavia, and Poland on the basis of their past and present 
performance. I am concerned about the situation because of my basic 
belief in mutual security, but I can tell you one thing, if the present 
situation continues we are not going to have any foreign aid in this 
country unless you people who are responsible for the program 
change it. 

My basic belief in foreign aid stems from the time it started when 
I was chairman of the first Joint Congressional Committee on Eco- 
nomic Aid, Itis hard for me to continue my basic belief and to defend 
the program when I and other Members of Congress call your Depart- 
ment and cannot get any information. We are all bucked around 
from one person to another with the end result that we get no satis- 
factory answer to our questions. 

I expressed to the President the other day some of my views regard- 
ing this program and its administration. He expressed sincere in- 
terest. He is not completely aware of some of the things that are 
going on and I am sure from his remarks that he would be shocked if 
he were made aware. 

I do not believe that you can tell me what your program is going 
to do to help build up a country like Indonesia. They have been un- 
cooperative. Sukarno, the head of their Government, frequently 
issues anti-American, anti-free-world and pro-Communist statements. 

(Discussion off the record.) 

Senator Bripcrs. In summation I am fed up with this type of pro- 
gram. I am with you a hundred percent when and where you help 
people who are willing to help themselves who are our real allies, 
sharing the same objectives and with a realistic appreciation of the 
meaning of mutual security with mutual underlined. 
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ENCOURAGEMENT OF PRIVATE INVESTMENT ABROAD 


Mr. Smirn. The question, Senator Bridges, here is, is it worthwhile, 
our trying to get American private industry to go out into these coun- 
tries and “establish themselves in a reasonable “partnership with the 
people in those countries, build up industry and help the countries get 
self-sufficient? Certainly, when private enterprise goes in to do this, 
it is better than having the Government do it. 

Do we agree on that ! 

FOREIGN-MADE CARS 


Senator ELLENDER. I agree with you thoroughly, Senator. Look 
what is happening in Europe today with American capital. You can 
go into any big city in the U nited States and see more E nglish cars, 
more French cars, and more Italian cars, while Detroit is reducing 
production. That is what American capital abroad does for us. 


THRIVING AGRICULTURE IN NORTH AFRICA 


In north Africa our money was used to establish agriculture there 
that is presently thriving in some places. I saw the finest kind of rice- 
fields in north Africa cultivated with tractors furnished by us. We 
have lost all of that market. Many other examples could be cited. 

Senator DworsHax. Will the gentleman yield ? 

Senator ELLtenper. Mr. Smith, you have not been in the business 
long enough to view all of that, but when you do make an objective job 
of it, you are going to see that some of us are right. 


Now I will yield. 
EFFECT OF AID PROGRAM ON AMERICAN MINING 


Senator DworsHax. The mining industry in this country is in tragic 
condition today, and one contributing cause is that a few years ago we 
spent a quarter of a billion dollars, most of it under this program, to 
expand the production of minerals in Africa and other countries. 

Subsequently all of those minerals have poured into this country in 
competition with high-cost minerals produced in the United States. 
Within the next few days we will have a bill on the floor trying to 
subsidize our domestic minerals industry so it can survive in the face 
of this terrific competition from abroad. 


TEXTILE INDUSTRY IN JAPAN 


Look what we did in Japan and the textile industry there. They 
have more modern machinery now purchased with their own money 
than you have in New England. Japan is giving us quite a race. 

Senator Dirksen. Getting back to the proposed textile mill for a 
moment, what would be the prospect of giving any kind of a commit- 
ment on a thing like that so they would exclusively use American 
cotton for sucha mill? Then you get an outlet. 

Senator ELtenper. You could not do that. That would be in- 

vading their sovereignty. That is what Secretary Dulles would say. 

Mr. Smrrit. I do not know to what extent you could put those kind 
of strings on an arrangement with any of those countries. Certainly 
in many of the things » we do, say, in the Export-Import Bank loans, 
we endeavor to get people to buy things from this country. 

Whether you could get a country to agree to use only raw materials 
from this country is a very difficult question. 
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Senator Dirxsen. If you set up a mill with X number of spindles 
in it, it could operate only if they had raw cotton or if oa had the 
necessary weaving yarns. From our standpoint, it would be sixes 
and sevens whether they bought cotton from us or whether they got 
weaving yarns from us. 


What do the Soviets do in connection with any 

Chairman Haypen. I think that is just about what he is getting to. 
I have glanced ahead on his statement. 

Senator Dirksen. Then we will go ahead with the statement. 

Chairman Haypen. He is going to point out the alternative. If 
you will start where you left off. 

Mr. Smirn. I will go back and resume the prepared statement. 





OFFER OF COMMUNIST CHINA TO INDONESIA 


The Indonesian Government was determined to build its own textile 
industry to save foreign exchange. We now learn it has accepted 
an offer of Communist China to build these plants. This is a lesson 
we cannot afford to forget. 

Senator Brinces. Why is it a lesson? Indonesia is leaning in that 
direction anyway. They have been playing footsie with Russia and 
Communist China, and you know how they have performed. 

I can have the Congressional Library dig up a series of quotes and 
expressions from Sukarno that would fill a book, all in that direction. 

Mr. Smirn. The question is: Can we afford to let Indonesia go over 
into the Communist camp ? 

Senator Brinces. No, we cannot, but you are not going to do it by 
catering to them all the time. You have to be tough with them once 
in a while. 

Mr. Smiru. This is not catering to them. This is to go in on a 
businesslike basis and start an American enterprise there in partner- 
ship with Indonesia. This is something that American businesses are 
trying to do in many places of the world, and we are helping them 
do it and protecting them against the unusual risk of investmen* over- 


seas, particularly in countries like Indonesia where you have political 
upsets. 


Chairman Haypen. If you will resume, please. 


TOTAL EXPENDITURES IN INDONESIA 


Senator ELtenper. Will you put in the record the length of time 


we have been assisting Indonesia and the money we have spent in that 
area ? 


Mr. Siru. Yes, sir. 
(The information requested follows: ) 


The cumulative estimated expenditures as of June 30, 1958, for the new Re- 
public of Indonesia are approximately $43 million. This excludes aid in the 
amount of $101 million for fiscal year 1949 and fiscal year 1950 at which time 


Indonesia was a dependency of the Netherlands. Aid to the new Republic of 
Indonesia started in fiscal year 1951. 


Senator Ex.tenper. We have been trying this for the last 7 or 8 
years, as I remember. 

Senator Brinces. Have you covered in your statement the defense 
support here? Have you gone into that fully? 


Mr. Smiru. I have gone through that already. It is in the first 
part of the statement. 


Chairman HaybeEn. Let’s finish the statement. 
Mr. Smiru. I will resume the statement. 
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NONCOMMUNIST AREAS IN SOUTHEAST ASIA 


Now all this—Cambodia, Laos, Thailand, Vietnam, Indonesia— 
make it necessary for me to point to the map. These are the only 
large non-Communist areas left in southeast Asia. 

There could be no better way to bring about the end of the free 
world influence from the continent of Asia than to drop these coun- 
tries or even to suggest dropping them. There could be no greater 
blow to the prestige of the United States in Asia than to forsake the 
Vietnamese who resolutely refused to bow to communism and who 
left their homes and belongings and all they knew behind to preserve 
their freedom. 

Ten years or so ago I participated in the invasion of Guam to wrest 
it back from the Japanese. I also took part in the assaults and air 
attacks on Tarawa, Wake, Makin, Kwajalein, Saipan, Iwo Jima, the 
Philippines, and finally in the air operations against Tokyo. 

On each single one of these military campaigns the United States 
Government spent more than you are being asked to appropriate for 
the five countries named. 

In the process of spending this money in the war, there was enor- 
mous waste. Yet today when we seek funds to preserve the freedom 
of the individual, sponsor private enterprise, increase the chance of 
peace, lead to greater understanding between peoples, and create a 
true mutual security, the effort is scorned. 

The only way this can possibly be rationalized is by accepting some 
assumption that natural forces will bring peace and prosperity to this 
earth, that is, it is necessary to spend money and effort in order to 
fight a war but not to avoid one by creating conditions in which a 
war need not be fought. History has certainly proved the fallacy 
of this. 


AMERICAN ECONOMIC WEAPONS 


A way has been found to put our resources to work positively for 
peace, but we seem to have lost our interest and even our confidenee 
in our own weapon—economic reconstruction and development. Here 
is a field in which we have had an established lead. 

We were the inventors, the developers, and the operators of eco- 
nomic assistance programs long before Mr. Khrushchev even men- 
tioned his interest. Year in and year out the United States Govern- 
ment has moved ahead in this activity. 

Yet today with a new factor added—the Khrushchev challenge to 
the United States—we are reacting by withdrawing, by reducing, 
by being so critical of our own efforts that the few who are at work 
in this field cannot help but be discouraged. 

I am shocked at the eo In missilry when we hear of 
Soviet advances we redouble our efforts. When we hear of new 
U. S. S. R. submarines we step up our antisubmarine research. 
When we are surprised by a sputnik and then have our first effort fail 
we don’t give up, we throw in more money, more forces, more 
skills. 

Yet none of these things really does anything toward establishing a 
world in which men can live in peace. Each and every one of them 
produce directly or indirectly weapons or devices which increase the 
probability of extinction of the human race. 
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CONTRIBUTION OF ADEQUATE DEFENSE TO PEACE 


Senator Brinces. Just a minute on that. You say that none of 
these contribute to a world that will live in peace. I say to you that 
the only reason we have peace today is because we have an adequate 
defense of this country. 

Why do you say that, Mr. Smith? You served in the Air Force, 
Why do you say that ? 

Mr. Smiru. I agree with you that this serves as a deterrent for the 
time being, but I ‘think ev entually if all we do is to keep on in this 
weapons race you are going to bring about a war, without any ques- 
tion in my mind. 

Senator Brinces. That is not what you said. You said that these 
do not contribute to peace. I say the only reason we have peace in 
the world today is because we are strong and Russia realizes our 
strength. It is because of this. 

I would like to help you on this foreign aid if you get around to the 
point where you would support our friends and allies and the people 
who are willing to help themselves. I have supported these efforts 
in the past, but I am getting tired of parts of our program. 

I think that on those countries that have been real allies, those 
countries which stand up and are making contributions, fine, I will go 
along with you. But those wavering and hostile countries, are in a 
different category. We cannot submit to blackmail. 

Mr. Situ. I agree with you particularly, Senator, we should not 
permit the blackmail, and I do not see any cases where we are submit- 
ting to blackmail. 

Senator Brinces. You are just inferring it there, are you not? You 
just said on China they accepted an offer of Communist China to build 
these plants, and “this is a lesson we cannot afford to forget.” 

So what? I doubt if Communist China and Russia do all they say. 

Senator Exrenper. Let them try. That is what I say. Let them 
try, and their failure will redound to our benefit. That is what I have 
been preaching all along. 

All along I have been preaching to let Russia come in and help, let 
China come in and help. They can invade those countries at any time 
they desire, so why not let them help. 

Mr. Ssarx.I would consider it an extremely dangerous program. 

Senator Eiienver. To do what? 
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Mr. Smirn. To base our thinking here on the fact that the Russians 
might fail in their efforts here. If you are suggesting 





SITUATION IN INDIA 


Senator ELLenver. Have you been to India lately ? 

Mr. Smiru. No, sir. 

Senator ELLenper. Go and see what they are doing with that steel 
mill out there. I was in the factory where they were » manufacturing. 
They will succeed in putting it up, you understand, but it is not all 
that it has been represented. 

Also, the agreement between Burma and Russia has failed. 

My idea is to let them go on and exhibit their talents. I do not know 
of a thing that will do us more good than to let Russia make the trials, 
and I know well they are going to fail, because they are not going to 
be as liberal as we are in giving to the ‘people. They will want secu- 
rity for what they do. 

In the last 4 or 5 years Russia has only spent about $1.7 billion to 
our $40 billion. 

RUSSIAN AID TO AFGHANISTAN 


Russia will fail just like they have in Afghanistan. Afghanistan 
has a credit of a hundred million dollars, but the Afghans are so upset 
because of the fact that Russia is making them pay ‘interest that I do 
not believe they are going to use all of the money the Russians say 
they will let them have. 


YUGOSLAVIAN SITUATION 


Do you think Russia’s reneging on the offer to let Yugoslavia have 
two-hundred-million-some-odd-thousand dollars will have a good effect 
on India and the other countries we are supporting ? 

Let them do more of it. That would be my prescription at the 
moment. 

Senator Dirksen. There is only one trouble with that, Senator. 

Senator ELienper. They could not do it, Senator Dirksen. I know 
what I am talking about, I think. The Russians are barely able to 
take care of their own population at the moment. They make a lot 
of offers and promises, but when it comes to delivery there is nobody 
home. 

EFFECT OF SOVIET ECONOMIC PENETRATION 


Senator Dirksen. The only trouble is, though, that economic pene- 
tration followed by failure is more likely than not to lead to military 
penetration. 

Senator ELLENpDER. Oh, well, I do not agree with that, either. 

Chairman Haypen. You have a cone luding paragraph that I think 
relates to that. 

Mr. Smirn. I will goaltead and just finish, then. 

Senator ELLenper. Let me make one more remark. 

I did not advocate this publicly, but I should have 5 or 6 years ago 
when I thought we would taper off with our foreign-aid program. 

I wish that Russia had taken under her w ing some peace-loving 
countries, as we said she would, because within Russia today the only 
ro where the Russians are having trouble are Estonia, Latvia, 

ithuania, and the Ukraine. And why is this sof Because those 
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ne at one time enjoyed freedom, and they will continue to give 
ussia trouble. 

rt me when I say it, Senator Dirksen, they are having trouble 
there. 

In Yugoslavia, Czechoslovakia, Hungary, and Rumania, they have 
had trouble and will continue to have headaches there. They have 
never been able to communize those countries. Why? Because the 
people at one time enjoyed liberty. 

Put more of those under the wing of Russia, and her troubles will 
multiply. 

Senator Dirksen. They are completely communized. 

Senator ELtenper. Where? 

Senator Dirksen. Rumania. 

Senator ELLENper. No; you are wrong. 

Senator Dirksen. Yes. 

Senator E.xenper. I have been there. I know what I am talking 
about. The farms are not communized. 

Senator Dirksen. You communize the country when you take over 
the authority and you have the weapons and capacity to make them 
do what you want them to do, even if they do not apply the collective 
system entirely. 


GOVERN MENT OWNERSHIP OF RAILROADS 


Senator Ettenper. You can apply that to a degree to England and 
France because the governments there own the railroads and other 
industry that ought to be in the hands of private enterprise. 

Of course in Yugoslavia and Rumania the Government has com- 
plete control of all industries, but they have never been able to com- 
munize the farmers because 90 percent of the farmers in Rumania are 
independent and they will not go under collective bargaining as is the 
case in Russia. The same thing is true in Hungary. 

Senator Dirksen. You have forgotten this is a two-step operation. 
First, under the Soviet Constitution—and I have read it a dozen 
times—you communize and socialize the productive instrumentalities, 
the Air Force, the railroads, the mines, and then you come along to 
collectivization of the farms. 


ENGLISH SOCIALISM 


Senator Exienper. Let’s apply it to England because they are do- 
ing it in the mines. 

Benetet Drr«sen. They havesocialism. There we agree. 

Senator ELtenper. Sure. Socialism is the first drop of poison to 
a free government. 

Senator Drrxsen. Estonia, Latvia, Lithuania, Rumania, Bulgaria 
are as thoroughly communistic as they can be. 

Senator ELenver. I disagree with you, Senator. I have been there 
for the last 4 years in succession, and there is nothing like what you 
have in Russia. 

Chairman Haypen. I would like to have the witness conclude. 

Mr. Smiru. The bill which is before you contains the only request 
for funds with which the United States can do its part in energizing 
the constructive activities necessary to create a world in which the 
free-enterprise system can survive. This will represent our intention 
to demonstrate how standards of living can generally be raised by 
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harnessing together available human, natural, industrial, and financial 
resources. Only by a successful demonstration of this can we con- 
vince the peoples of the less-developed countries that here lies their 
hope of the future. 

(The tables accompanying Mr. Smith’s statement follow :) 


Status of funds of mutual-security program excluding military 
{In millions] 


FISCAL YEAR 1958 


Obligations : 
OW SURrOnrintiOltl...... «...ccncnccsedtinemmnaosadcebasterseeeeeee $1, 428.8 
Unobligated prior year funds reappropriated or otherwise con- 

CEted GVATINOLO. No A ee i een 225. 4 
Tranester from military assistance... oi... cece 40.0 
CRATONRNNNG 5 iss hi eae cnc taageoienin aaa 3.0 

"FOCAL GVRIIDEE TOT CO i ct i endieuaiemeee 1, 697.2 
Estimated obligations July 1, 1957 to June 30, 1958_______________ 1, 484.3 
Estimated unobligated June 30, 1958_............_-.-..._.__ 7212.9 

Expenditures : 
Total available for ObNeRtOR ncccancssnic endo 1, 697. 2 
Prior years’ funds obligated but unexpended______-_____________- 1, 664.8 

Total availabie for expenditure...<.333 3k Se 3, 362. 0 
Actual expenditures July 1, 1957 to May 31, 1958_____-_ 1, 305. 5 
Estimated expenditures June 1, 1958, to June 30,1958_._ 209.5 

———-_ 1, 515.0 
Estimated unexpended June 30, 1958___....._.--.-___---------__. 1, 847.0 
FISCAL YEAR 1959 
Obligations: 
ew appropriations TOGUUIING oo. eee 2, 142.1 
Unobligated prior year funds reappropriated or otherwise con- 

tinued avaliabile... ccs ccc asec sie eet .3 

TOCRL. SVGIIRURO TOP CURRIN cdc cd wccacicicends stheenteonaanes 2, 351. 4 
Estimated obligations, fiscal year 1959_........._._______________ 2, 028. 5 

Estimated unobligated, fiscal year 1959_..__._._--_____-___-_- * $22.9 

Expenditures : 
PRT: SA ECU - CTI ac cnssersas ens iss cence nice radon, GE 
Estimated prior years’ unexpended funds obligated or continued 

WI accent cae hace acl hea 1, 8438. 4 

Total avaliable. foc. CEI end senerannnthnscopawian 3, 985. 5 
Estimated expenditures, fiscal year 1959......._______________--- 1, 677.6 

Estimated unexpended, June 80, 1969_.......___-____--_-----.- 2, 307.9 


Increase, unexpended balance close fiscal year 1958 to fiscal 
year 1959____.__.. Di a Scores scenes ish cact Reecieeabaade aie cae * 460. 9 
1 Development Loan Fund $197.9; other $15. 


2 All Development Loan Fund. 
® Development Loan Fund, 450; others, 10.9. 


CHINESE COMMUNIST EXPANSION IN SOUTHEAST ASIA 


Chairman Haypen. If Communist China took over southeast Asia, 
all opportunity to undertake this way of doing that you have suggested 
would be gone, of course? 
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Mr. Sirn. Yes, sir. 

Chairman Haypen. And it does help us to maintain a military posi- 
tion in that area to be doing some of the things we are doing to resist 
that taking over ? 

Mr. Smirn. That is right. 


DEFENSE SUPPORT 


Senator Brincrs. Now, Mr. Smith, on defense support, which I 
think is important to these countries helping themselves, you have 
various countries listed there. There is no question in my mind that 
Iceland makes a contribution, a small one. 

Spain, in your judgment, is making a major contribution, is it not? 

Mr. Siru. Yes, sir. 

We have some very important bases just being finished there now, 
as you know. 

COOPERATION FROM SPAIN 


Senator Brinces. Are we getting good cooperation from Spain ? 

Mr. Smirn. Reasonably good, I would say. 

Senator Brinces. When - you say “reasonably good,” do you mean 
they are not cooperating on some phases? 

Mr. Smiru. No. What I am indicating is that I think they would 
like more aid than they are getting. 


ASSISTANCE TO YUGOSLAVIA 


Senator Brinces. Now, Yugoslavia is one I would have to differ 
with you on. What would this defense support consist of for Yugo- 
slavia ? 

Mr. Smiru. There is nothing scheduled for Yugoslavia. 

Senator Exienper. It is in special assistance. You are hiding it 
there. 

Mr. Sairn. No, sir; it is not hidden. 

Senator Evtenper. That is why I objected to the President getting 
the contingency fund, because he is going to give the money to peo- 
ple contrary to the wishes of Congress. 

Mr. Smrru. If you turn over to the special assistance section, you 
see Yugoslavia 

Senator Eittenper. That is it. I am correct. 

Mr. Smiru. You are not correct that it is hidden. It is just as 
plain as day. 

Senator Errenper. I was thinking about the contingency fund. 
Each year your office changes the name so as to get more funds out- 
side the control of Congress. It is the same as defense support. 

Senator Brinces. Let me ask you 

Senator Dirksen. Mr. Smith, do you want the record to stand that 
way? You said it is the same as defense support. You had better 
clarify that. 

Senator Exxenper. Defense support is the same as special assist- 
ance. 

Here is another thing: Although you have only ——— marked for 
Yugoslavia, the President could give the entire contingency fund 
to them if he desired to. There are no strings attached to it. 

Senator Dirksen. It is not the same as defense support, and I think 
the record ought to be clarified. 
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Mr. Smiru. You are correct. These are two separate accounts. 
They have different connotations, as you know, Senator Ellender. 

Senator Ex.enper. I know ex xactly, but they are used for the same 
purposes—economic aid. Am I ri ight? 

Mr. Smiru. I did not hear the question. 

Senator Exienper. I say they are used for the same purpose— 
economic aid. 

Mr. Smiru. The means are the same. There is no question about 
that. 

Senator ELtenver. That is what I am talking about. 


REDUCTIONS IN KOREA AND SPAIN 


Senator Bripers. I notice you say if the present House cuts stand— 
on page 5—do I understand that you are going to cut 35 million from 
Korea and 10 million from Spain ¢ 

Mr. Smiru. That is the first thought in looking at this. We have 
not had much time. 

Senator Bripces. Why would you pick out a country like Spain to 
cut, which is where our most important European bases are? And 
why would you pick out a hot spot like Korea to cut, where they are 
right up against the Communists of North Korea and China, there? 
Why would you pick those two to give the biggest cuts?) Why not pick 
Formosa or Turkey ? 

Senator ELtenper. And why give to Greece when we have given till 
it hurts already? Why Iran? 

Mr. Smrru. We have to come up with a total cut of $135 million. I 
can give you the full story on the cut in each country here. 

Vietnam, $25 million 

Senator Brincgs. Is that the cut? 

Mr. Smirn. That is the cut that would have to be made. 

Senator Eitenper. Senator, will you yield for one moment? 

Senator Bringes. Certainly. 





COMPARISON WITH PRIOR-YEAR FUNDS 


Senator ELtenper. I wish you would go along and compare that 
with last year. We gave you $689 million. “How much are you request- 
ing this year ? 

Mr. Murpuy. $835,000,000. 

Senator ELLENpER. $835,000,000. 


TRANSFER OF FUNDS 


Now, weren’t you able to transfer funds from other categories ? 

Mr. Mureny. We had to supplement defense support from military 
assistance funds during fiscal 1958. 

Senator ELtenper. You got it from military assistance? 

Mr. Murreny. Yes, we could not finance total requirements out of 
the $725 million we had in defense support. 

Senator ELttenper. You could do that this year, could you not? 

Mr. Murpny. If we were confronted with the same situation and 
the priority items of defense support were higher than some military 
items, we could; yes, sir. 
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Senator Extenper. Certainly you could. 

So the new money allowed by the House is $11 million more than 
you had last year. Am I not right? 

Mr. Morreny. That is right, but in terms of obligational authority 
which would be available for this purpose it is not $11 million more, 


SPECIAL ASSISTANCE FUNDS 


Senator Ertenper. And last year you gave to 15 countries, and this 
year you have 3 countries less to support out of this fund. 

Mr. Mourpuy. Special assistance. 

Senator Extenper. How much did you give to those three countries 
last year? 

Mr. Mourpeuy. They are spelled out in the statement. 

Senator Ettenper. How much does it amount to? 

Mr. Morpuy. About $40 million. 

Senator Ex:.enper. $40 million? 

Mr. Morpuy. $42 million. 

Senator ELtenper. So that you are giving to three countries this 
year out of the special assistance fund, but last year you gave them 
funds out of the defense support ? 

Mr. Mourrny. That is correct; and last year 

Senator Exzenper. So that you are obtaining more new money for 
defense support for 12 countries, than you got last year for the 15 
countries. Am I not correct? 

Mr. Morrny. No, sir. 

Senator Ex.ienper. I wish you would explain that now, because I 
am able to show that you are. 

Mr. Mourpuy. The total amount of defense support which was used 
for the same 12 countries as are in the 1959 budget was $750 million. 

Senator Extenper. Last year? 

Mr. Morpny. Yes, sir. 

Senator ELtenper. How could you say that when the total amount 
used by you was—$725 million ? 

Mr. Mourruy. But you remember, Senator, you yourself pointed out 
that we had to supplement that. 

Senator ELtenper. How much transfer did you make? 

Mr. Mourpuy. We transferred $40 million from military assistance. 
In other words 

Senator Ettenver. According to the figures that are before me for 
1958 all defense-support programs amounted to $728,950,000. 








CONTINGENCY FUND 


Mr. Murreuy. They have since been increased, sir, from the con- 
tingency fund. We had to put another $14 million into Spain. 

Senior ExLenper. Where did you get that? 

Mr. Mourrny. We had to take it from the contingency fund. 

Senator Exienper. Exactly. 

We are giving you more money this year for the 12 countries than 
you had last year for 15 countries. 

Mr. Mourpuy. When you are saying that, which figure are you 
referring to—the House figure of $700 million ? 

Senator E.tenper. Yes, $700 million. 
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Mr. Mourruy. That is $50 million less than $750 million, no matter 
how you slice it. 

Senator ELLtenper. But you provided for three countries that you 
are now providing for in a different category. 

Mr. Murruy. I see your problem 

Senator ELtenver. It isnot my problem, it is a fact. 

Mr. Mourpuy. The arithmetic is the problem. 

Senator ELLenver. Why? 

Mr. Mourrny. The $755 million I referred to for fiscal 1958 is ex- 
clusive of those three countries you referred to. They had already 
been removed. 

Senator ELtenper. Where do you have that tucked away? I would 
like to see that. I am reading from your own figures. 





ASSISTANCE TO LIBYA, ETHIOPIA, AND MOROCCO 


Mr. Mureny. Let me explain. The three countries you referred 
to that are switched over to special assistance are Libya, Ethiopia, 
and Morocco. 

If you look at the table on page 36 here, you will find out that for 
1958 program you do not find any of those countries listed under 
defense support. They have been moved over and covered under 
special assistance in order to give you a true comparison with the 1959 
request. So they are not in the $750 million obligation figure for 
defense support for fiscal 1958. 

Senator Extenper. What is the total given to the countries you 
expect to assist with the $700 million the House gave you? 

Mr. Murrny. The total of $750 million. In other words, the House 
bill will allow us $50 million less for fiscal 1959 than the program 
cost us in fiscal 1958 in the same 12 countries. The authorization bill 
would have allowed us $810 million for those same 12 countries. 

Senator ELtenprer. According to the data you have on page 36 you 
are increasing the amounts to these various countries over the last 
year, are you not? 

Mr. Murrnuy. In some instances. In this particular table it shows 
an increase— 

Senator ELttenper. I was using the figures before us. 

Mr. Murpuy. Yes, sir. 

Senator Extenper. If you juggle them around and put them some 
place else 

Mr. Mourrny. It is not a matter of juggling. It is a fact you can- 
not print a book in February that is going to be correct in every 
respect on the 10th of July. 

Senator ELtenper. Why not print the real facts ? 

Mr. Murrny. We havea table that has been prepared. 

Senator ELLenper. Where is it ? 

Mr. Murrny. It is beingsupplied to the committee. 

Senator Exienper. I have never seen it. I am depending on the 
books before us and not this new table. 

Mr. Murpuy. Here isa copy. 

Senator Exienper. I have not seen it. 

Mr. Murrey. It shows the most recent information. If you will 
refer to this table and look at Spain under “Defense support,” you 
will see the figure here is in excess of what it was. 
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Senator Extenper. How much more for Korea than last year? 

Mr. Murrny. It is substantially below last year. 

Senator Exienper. It is? 

Mr. Murreuy. Let me be sure I know which year. You mean 1958 
when you say “last year” ? 

Senator Exienper. I mean 1958. 

Mr. Morrpny. Here is Korea, “Defense support for economic assist- 
ance, 1958, $220.8 million.” 

Senator ELLenper. So you are increasing Korea ; 

Mr. Mureny. Let me remind you the 220 for 1958 is about $50 mil- 
lion below 1957. Korea suffered a very substantial cut last year as 
a result of cuts in defense support. 


KOREAN ECONOMIC SITUATION 


Senator Extenver. Do you not think it ought to gradually taper off? 
Korea is in very good economic condition, much better than they 
have ever been in the past. 

Mr. Mourenuy. But how did they get there, Senator ? 

Senator Extenper. By our subsidies, of course, including her rail- 
road and her powerplant. 


POWER RATES IN KOREA 


In that connection, Mr. Smith, did you see to it that the Koreans 
obtained rates for power that was at least equal to the cost to gen- 
erate it ? 

Mr. Smiru. I do not know the situation. 

Senator ELLENDER. You ought to look into it. 

Mr. Murpuy. There has been a very substantial increase in rates, 

Senator Eiitenper. I know, but we are subsidizing the power that 
is used by the Koreans now. I pointed that out in my report. 

I hope you will look into it and see to it that those people do pay 
enough to compensate the Government for at least the amount that 
the Government puts out to generate electricity. 

Mr. Smirn. As Mr. Murphy said, the rates have been increased. 

Senator ELLenper. Yes, but not enough, unless you did it lately. 

Mr. Murpny. We will give you the facts on that Tuesday morning, 
Senator. I do know the rates were substantially increased. 

(The information referred to appears on p. 336.) 

Senator ELLtenper. They were increased in January, a year ago, 
as IT remember. In other words, 6 months after my last trip you in- | 
creased them. But that increase was not sufficient to meet the cost | 
of generating the electricity. 

I would like to also know about the extent to which you subsidize 
the railroads out there in Korea. 

Senator Dirksen. I want you to answer Senator Ellender’s question 
on how did Korea get that way. I think that is important, Mr. 
Murphy. 


INFLATION IN KOREA 


Mr. Morreny. I would like to say this with respect to Korea: 
From 1953 to 1957 in Korea we saw inflation rampant. Every 
year the wholesale price index rose an average of 40 percent per an- 





. 





MUTUAL SECURITY APPROPRIATIONS, 1959 141 


num. In 1957 for the first time we were able to hold the price-index 
level and actually bring it down 7 percentage points in important 
things like food and clothing, which are important to the people. 

We did this through substantial sacrifices on the part of the Korean 
people and with considerable assistance through the aid program. 
There is no question about that. 

Senator ELtenper. How—by pouring in more money? Just tell 
us how, because we might need that here in our country. 

Mr. Murrny. In 1958 we saw a very substantial reduction in the 
level of the aid program as a result of the defense-support cut. It is 
the opinion of the executive branch that the level of aid requested 
for fiscal 1959 is the minimum possible that we can invest in Korea 
and not see the gains in controlling inflation in Korea go down the 
drain, those that have been achieved over those 4 years. 

To answer your question 

Senator Ex.enper. In other words, increasing it ———— over this 
current year? 

Mr. Murruy. That is the proposal ; yes. 

The question of how we did it, we did it in two basic methods: 





SUPPORT FOR KOREAN BUDGET 


By helping Korea maintain her own budget, by budget support. 
She was spending 80 percent of her revenues for maintaining military 
budget, and we went in there and helped her with the supplemental 
hwan generated by commodity imports, which met the requirements 
of the civilian population and the industries. 


INDUSTRIAL DEVELOPMENT IN KOREA 


Secondly, in the industrial-development section, by the develop- 
ment of new industries, the development of new skills, by increasing 
the production of the Korean economy with some of the raw mate- 
rials available internally and some financed under the aid program. 

[t is a two-pronged operation. It is reasonably successful, I believe. 

Senator ELtenper. May I ask this question: 

As I understand, with all due respect, Mr. Smith does not seem to 
be familiar with all of the details of the program. I presume by 
Tuesday some of your aides will be here to go into the details of these 
programs. 

Mr. Smirn. We have a scheduled presentation. 

Senator ELtenper. To go into details ? 

Mr. Smirx. That is right. 

Senator ELitenper. In the meantime, I would like to study this 
other table which is a supplement to the one I have been looking at. 

Mr. Smiru. Very well. 

Senator Ertenper. Off the record. 

(Discussion off the record.) 


PREPARATION FOR BUDGET DATA 


Senator Dirksen. As a physical labor, Mr. Murphy, would it be 
possible at all to even get up an approximate book such as you have 
got if you did not have some time as between F ebruary and July, 

r March and July, April and July? I would assume it takes an 
jabtennin: able time to get those figures up and verify them. 
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What is the general picture there on preparation of that data ‘ 

Mr. Murruy. These books finally were turned off the presses in 
February and were started in the process of preparation in August 
of 1957. It literally took us about 6 months from the time we started 
the fiscal 1959 budget exercise to the time we had these books ready to 
be delivered to the Congress to start the testimony on the authorization 
exercise. 

Senator Dirksen. Six months? 

Mr. Moreny. That is right. 

It would take us a considerable amount of time again to try to 
revise them. Instead of doing that, we attempt currently to keep a 
table to reflect the situation as we move along. 

When these books were printed the contingency fund had $60 
million in it which was unprogramed. We had considerable amount 
of requirements, much in excess of $60 million. We did not know 
which of them was going to have to be met in 1958. We had $60 mil- 
lion to meet whichever ones we had to meet. 

Later it turned out we had to take money from the military assis- 
tance. That was not enough. We finally finished the program on 
June 30 and developed a table showing how we finally came out pro- 
gramwise during the year. 

I know of no other w ay of doing it except to wait until after the 
fiscal year is over to prepare the books and have the figures stand still 
because they are a matter of history at that point. 


DYNAMIC PROGRAM 


When you have a dynamic program moving forward day to day and 
have to make your way forward through four congressional commit- 
tees, you have to keep figures current somehow. 

Senator Brinces. Would you furnish us with one thing? You have 
before us the old defense-support figures. Then you said how you 
propose to cut them. Would you furnish a classified table for our use 
on what you propose under the House bill, the total amount and the 
cut to each country, and also furnish another table showing on a 
straight percentage basis what it would do to each country ? 

Senator E:tenver. There are three: Defense support, contingency 
fund, and special assistance. Show how that will ; distributed. 

Senator Brinces. How would you distribute these ? 

For instance, a person like myself is extremely interested in foreign 
aid to help our friends and allies. I am opposed to a lot of this other 
stuff. 

Senator Exrenper. I wonder if you could give us a thumbnail 
sketch of what you propose to do with that money and what you have 
done with it in the last fiscal year? 

Mr. Smirn. We can give you the information you have asked for, 
Senator Bridges, in the defense support and the special assistance. 
The contingency fund, as you know, is not programed in advance. 

Senator Brivces. That is right. 

Mr. Smiru. The other things we have available. 

Senator E:xenver. I wish you would furnish that. in particular for 
fiscal year 1959. 

Senator Brinces. I am particularly interested in 1959. 
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CONTINGENCY FUND 


Mr. Smiru. This is with the exception of the contingency fund, 
Senator. 

Senator ELtenper. If you cannot, then say so. 

Mr. Smiru. We will tell you how we have used the contingency 
fund in the past, but we obviously cannot predict how we shall use it 
this coming year. 

Senator ELLenpEr. We would like to have that information to find 
out the extent to which programs are being expanded. 

(The information referred to follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION 


PROGRAMED USES OF FUNDS APPROPRIATED UNDER SEC. 400 (A)—SPEOCIAL 
ASSISTANCE—CONTINGENCY FUND 


Fiscal year 1958 program as of June 30, 1958 
[In thousands of dollars] 


Programed special assistance uses: 





OES — ae : scone ee ala 10, 000 
European technical exchange_- Es mnie sPIe ee Pas 2, 800 
(Regular activities) ___._- switime Eee - (1, 940) 
(Interregional costs) - - - iti tear biota (360) 
(Scientific and engineering) - - jx ate at tals LAB in (500) 
Somalia Se Bee ay 400 
Tunisia__-- i condawie ste See 5, 000 
Israel - 7 i sient ca haat ea 7, 500 
Afghanistan wi nn cl rae a ale hel eccinaed a 2, 000 
Nepal shies se-taTetsasanleninenaetence ae das 1, 800 
Indonesia 7 Set we tke tiae 1, 000 
Bolivia ; wnenlvinieiwnd tein 19, 000 
Guatemala ; ba : ee a 5, 000 
Haiti ; ; niet aaa tte 2, 000 
Latin America regional Siaiinae a Gan 1, 433 
(Civil police) r a Santora Si wee (533) 
(Engineering battalion) ____ nicki h cadbaiatattianenie — (900) 
Hungarian refugees ba Hate betters Sa 2, 354 
Malaria eradication heats 17, 580 
Subtotal ‘ a 77, 867 
28282—_58——10 
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Fiscal year 1958 program as of June 30, 1958—Continued 
{In thousands of dollars] 


Unprogramed at time of fiscal year 1958 congressional presentation: 


Increases in programed special assistance uses__..__..-..--_--- 26, 746 
CN sa ei iene Sin we Oe Oe et eee ee (10, 066) 
nan Se to 5 Re sua 7 Le cl. Ze EL Se (3, 150) 
PANS Gt So Sil os eo iats eee aieieee i eh chee (1, 075) 
RN icra die 3s Sw ane nial ee ie ee eee en (7, 455) 
SONS a a Eas cng Gintama <i is sect. (Caen 

New requirements since congressional pres sentation: 

Bpeciss SeeeNnTICS TIGHTENS 6k luk oes cules 91, 238 
ee eel A ee Set eae (5, 000) 
Algerian refugees HEE ca Gis i sedis ata une oak (25) 
a i te ee, (100) 
RE o. < moncstinccacs satneidh die cents nein Rial seks al ears 20 Sa anos ail (565) 
DONNER. nc eth ees a SES nad os oe Se. (30, 850) 
PORNO 335 eee Se oe ee (950) 
est. 2 oe ea dbo wee adard wit austere ee tae (420) 
ONS os Se os Fo ea ee ee ee we tet peer. ) 
U.N. emergency at AS scans (9, 750) 
PU) MD WONTOTNNN coo oe me es re ee a (130) 
MS 5 eee ce ee da eke eens Fae (4, 000) 
seis ch a aise ee See eee See Te (10, 600) 
TIE oa oo eee ae eee eee oe (2, 300) 
Foreign scientists training program____.._---_--- Ss (1, 700) 
re ee ee ilo, binge! Se ene & (25, 014) 
Confidential e xpenditures Sai ae aie aa ate naa (407) 
Other_ i ak a ara ee ; 2 lictei pawtedeess 3 (27) 

Defense support I ti ei ee aa e ined oeniaog 30, 790 
Spain _-_ Cs scccapanls ees bn Ras eemaae ge iatie ch tani a : (13, 469) 
ee ee pas Bate aol a iar as (10, 821) 
Ne ane res ee ee ae (6, 500) 

OGRE DPRSTAINS CORCRIOOS) gioco. ink ecw iemle mates 350 

IN a ae a ee 9 

NN a Og ns nen ee ea Des 149, 133 | 








isaac apes aii ch hak head a oe wk pe eae 2 2297, 000— 


1 Excludes technical exchange costs of $100,000 which are included in European technical exchange. 
2 Includes actual reimbursements of $2,000,000. 


Grand total_- 


Senator DworsHax. Mr. Chairman; I want to call your attention to 
this development, Mr. Smith. 


CRITICISM OF PROGRAM 


That I have had many of my constituents in Idaho make trips 
abroad, and without exception they come back and are extremely 
critical of this program, saying that it is maladministered, that it is 
impotent and ineffective. 

I realize you have not been on the job very long, so this criticism is 
not directed to you personally. 

Recently I received a letter from an old school friend of mine from 
California, a retired businessman, not interested in politics in any 
sense, who has made several trips, almost one annually, to various 
points of the world. 

The other day I received a letter from him, which I will quote 
one paragraph: 

In the past year I have traveled in Russia, Rumania, Czechoslovakia, Yugo- 
slavia, and most of the countries of Europe. I have yet to meet anyone who is 


in favor of our foreign aid program except a few recipients at the top, and 
those in our own Government whose employment depends on this. 
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I should like to know specifically how much of your mail is actually in favor 
of this monstrous giving away that is building up a tremendous debt service 
and at the permanent expense of our people. 

It seems to me significant that a man of this character—as I say, I 
have complete confidence in his ability to make observations, and I 
could conceive of no reason why he would be prejudiced or make any 
statement that would not be reliable. 

How do you rationalize such a situation as this—whenever any 
American goes abroad—I do not say everyone, but from my State, 
and this man being from California, and I have talked to others, and 
to Members of Congress? Invariably they come back and are ex- 
tremely critical of this program and its failure to achieve the original 
objectives which were set up. 

Can you rationalize on that? 

Mr. Smrru. I do not think that the statement you have made, Sen- 
ator, is quite correct, that people invariably come back with complaints 
about this program. 


EXAMINATION OF PROGRAM BY STUDY GROUPS 


Certainly, the program has been subjected to examination by many 
committees, evaluation groups, and study groups, and a great number 
of those have come back and stated it is a good, sensible, working 
program. 

I know we have made individual mistakes, but one of the first things 
I did when I came into this job was to take almost a hundred com- 
plaints and have them analyzed very carefully as to their accuracy 
and as to the source. We checked the source and checked the details, 
and we found that a very large percentage of those complaints were 
not valid, that they either dealt with something that had not occurred 
within this operation or that had been totally misunderstood. 

That whole collection of complaints and the answers thereto were 
published by the House Foreign Affairs Committee and is available. 
In fact, I have a copy right here which I will be glad to give to you. 

Senator Dworsnak. Thank you. 

Mr. Smirn. In this particular case you mention I would like very 


much to know a little more specifically what the man found, and then 
we will go after it. 


Senator DworsHak. I will write him and ask him. 


Mr. Smiru. If it indicates there is a weak link in our personnel 
some place, we will do something about it. 


OBJECTIVE CRITICISM 


I appreciate these criticisms that are objective and are obviously 
for the benefit of the country, with no particular axe to grind. 

Senator Dworsnak. If many of these complaints are not justified, 
certainly ICA and the ISTA and other agencies like the State Depart- 
ment should initiate efforts to counteract this adverse criticism. 


SENTIMENT AGAINST PROGRAM 


In a recent letter I received from one of the officials of a farm 
organization in my State who has traveled extensively, he said he has 
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talked to hundreds of persons in Idaho about this program and only 
one person was in favor of the foreign aid program. That isa serious 
indictment. 

If these complaints and if this adverse sentiment which is growing _ 
up everywhere—I am sure it is the same in other States as well as in 
Idaho—if that continues, then something must be wrong. 

Mr. Smrru. I would like to mention one thing that happened here 
a couple of months ago. 


“THE LITTLE GIRL FROM VIETNAM” 


There was a front-page story in the Washington paper called “The | 
Little Girl From Vietnam.” You may recall that. . 

Senator Dworsnak. I read it; yes. 

Mr. Smirx. Do you know the facts behind that? 

Senator DworsHaxk. No, but—— 

Mr. Smirn. This came out in a major Washington newspaper as | 
an authentic letter from a little girl in Vietnam who was presumed 
to be 13 or 14 years old. 

Senator DworsHak. If she wrote that letter, she is very efficient and 
capable. 

Mr. Siru. It turned out on investigation that this girl was a | 
photographer’s model, was quite a sophisticated girl, and that the 
letter really was a hoax. This is the kind of thing that happens from 
time to time and causes almost irreparable damage to this program. 
We never have a chance to deny it. I have never seen a full denial of 
that story in any newspaper, but yet this was a front-page story pub- 
lished all over Washington and, so far as I know, all over the country. 

Senator DworsHak. You would not accuse a reputable paper like 
the Washington Post which has vigorously supported this program 
from its inception ? 

Chairman Haypen. Well, that is news. 

Mr. Smiru. I am not saying now this is what always happens, but 
we have to look behind some of these complaints. We should be 
careful and take a pretty good look since nothing would serve Com- 
munist interests more than the discrediting of this program. 

Senator DworsHax. I am reminded about what Senator Dirksen 
said—that there is no national emotion, no gratitude, love, or appre- 
ciation of what is done, and maybe we cannot evaluate human reac- 
tions. Maybe that is the answer. 

Chairman Haypen. Thank you. 

The committee will stand in recess until tomorrow morning at 
10: 30. 

(Whereupon, at 12:40 p. m., Thursday, July 10, 1958, the com- 
mittee recessed, to reconvene at 10:30 a. m., Friday, July 11, 1958.) 
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FRIDAY, JULY 11, 1958 


Untrep Srates SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The committee met, pursuant to recess, at 10:30 a. m., in room 
F-87, the Capitol, Hon. barl Hayden, the chairman, presiding. 
Present : Cheinenis Hayden, Senators Saltonstall, Ellender, Thye, 
Dworshak, and Dirksen. 


MUTUAL SECURITY PROGRAM 
MILITARY ASSISTANCE PROGRAM 


STATEMENTS OF HON. MANSFIELD D. SPRAGUE, ASSISTANT SECRE- 
TARY OF DEFENSE, INTERNATIONAL SECURITY AFFAIRS; AC- 
COMPANIED BY BRIG. GEN. JOHN S. GUTHRIE, USA, DIRECTOR, 
EUROPEAN REGION; REAR ADM. CHARLES K. BERGIN, USN, DI- 
RECTOR, NEAR EASTERN, SOUTH ASIAN REGION; CAPT. B. A. 
ROBBINS, JR., USN, DIRECTOR, FAR EAST REGION; COL. THOMAS 
B. HANFORD, USA, DIRECTOR, WESTERN HEMISPHERE REGION; 
WILLIAM M. LEFFINGWELL, SPECIAL ASSISTANT TO THE DEPUTY 
ASSISTANT SECRETARY FOR MILITARY ASSISTANCE PROGRAMS 
(ISA); MONROE LEIGH, ASSISTANT GENERAL COUNSEL, INTER- 
NATIONAL MATTERS (OSD); JOHN L. HOLCOMBE, DIRECTOR, 
OFFICE OF PROGRAMING AND CONTROL (ISA) ; COL. JOE M. WHIT- 
FIELD, DEFENSE COORDINATOR FOR MILITARY ASSISTANCE 
PROGRAM CONGRESSIONAL PRESENTATIONS; MARKLEY SHAW, 
COMPTROLLER, INTERNATIONAL SECURITY AFFAIRS, DEPART- 
MENT OF DEFENSE; ROBERT G. BARNES, SPECIAL ASSISTANT 
FOR MUTUAL SECURITY COORDINATION; SEYMOUR WEISS, DI- 
RECTOR FOR MILITARY ASSISTANCE COORDINATION, DEPART- 
MENT OF STATE; AND J. E. MURPHY, CONTROLLER, INTERNA- 
TIONAL COOPERATION ADMINISTRATION 


STATUS OF FiIscaL YEAR 1958 ProGRAM 


Chairman Haypen. The committee will be in order. 

Mr. Sprague, we will be pleased to hear from you. 

Mr. Spracue. I have a short statement I would like to read. 
Chairman Haypen. You may proceed. 

Mr. Srracuse. Mr. Chairman and members of the committee. 
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I am glad to have an opportunity to discuss with you the military 
assistance program for fiscal year 1959. 

You have heard Secretary McElroy speak to the urgent need for 
a continuation of this program. General Twining has also explained 
the importance of the allied forces on which the Joint Chiefs rely to 
support United States strategic concepts. At this time I want espe- 
cially to discuss with you the status of the fiscal year 1958 program; 
the projected fiscal year 1959 program; and the efiect of cuts, both the 
cut imposed last year in the request for fiscal year 1958, and the cut 
already voted by the Congress in the authorization for fiscal year 
1959. 

There has been distributed to you a small booklet entitled, “Fiscal 
and Budgetary Status of the Military Assistance Program 1950-58.” 

(The booklet referred to follows :) 


THE MILITARY ASSISTANCE PROGRAM, 1950-1958 


FISCAL AND BUDGETARY STATUS OF 
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Month 

July 301.9 213.1 

August 157-4 152.3 

September 94. 169.5 

October 159.0 168.5 

November 100.1 183.2 

December 102.7 154.2 

Jenuary 179.6 205.9 

February 136.9 102.4 

March 262.3 276.5 

April 155.3 192.7 

May 255.4 210.2 
June 451.3 171.5* 
*Estimated 


MUTUAL SECURITY APPROPRIATIONS, 


Duri Month 
FY 1957 FY 19 


DEPARTMENT OF DEFENSE 

MILITARY ASSISTANCE APPROPRIATION 
Monthly Expenditures During Fiscal Years 1957 and 1958 
(In Millions of Dollars) 


8 





1959 





Cumulative 

301.9 213 lj 

459.3 65.4 | 

553-7 534.9 

712.7 703.4 

812.8 886.6 

915.5 1,040.8 
1,095.1 1,246.7 
1,232.0 1,349.1 
1,494.3 1,625.6 
1,649 1,818.3 
1,905.0 2,020.5 
2,356.3 2,200.0* 


23 June.1958 
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PROGRAM HIGHLIGHTS 


Mr. Spracue. With particular reference to fiscal year 1958, I would 

call your attention to the following highlights. 

First, by June 30, 1958, all but $25 million of the $22.9 billion made 
available for the militar y assistance program had been obligated. 

Second, obligations during fiscal year 1958 occurred much earlier 
than in any prior} year. 

Third, expenditures in fiscal year 1958 came very close to the original 
estimate made over a year ago of $2.2 billion. 

Fourth, and this is of particular importance, the carryover of unex- 
pended funds at the close of fiscal year 1958 was brought to a new low 
of $3.4 billion from the high in 1953 of more than $8 billion. 

You will recall that the amount appropriated for fiscal year 1958 
was approximately $500 million less than requested by the President. 
As a result we were obliged to rearrange the program to adjust for the 
lesser amount available. I would like to explain the effect of this 
reduction on the program. 

Basically, reductions here, as in any other military effort, only im- 
crease the risk of being inadequately prepared, and ‘the full effect. is 
not felt unless a conflict begins, by which time it is too late to make 
up for time lost. 

EFFECT OF PROGRAM REDUCTIONS 


A comparison between the program planned last spring and the 
program which we are now putting into effect shows that some very 
significant reductions were made in the overall program. Neverthe- 
less, the full significance of the changes is not revealed by such a 
comparison. 

First is the effect on our allies. If they interpret congressional 
reductions as an indication that the United States considers the 
threat to be less imminent, similar action may be taken to reduce their 
own defense budgets. 

Second, is the effect in future years. It must be realized that many 
of the program actions by the United States and recipient countries 
can be accomplished only in an orderly sequence and that loss of time 
cannot be made up. 

The reduction of appropriations in fiscal year 1958 had little, if 
any, effect on deliveries in fiscal year 1958, but the things we did not 
order in 1958 will not be available for delivery as planned in 1959 
and 1960. 

At this point I would like to insert in the record a chart, copies of 
which have been prepared for each member of the committee, which 
shows the reprograming made necessary by the cuts. 

(The chart referred to follows :) 
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CRUX OF PROBLEM 


Any curtailment in our ability to make deliveries in future years is, 
of course, significant only if such deliveries are considered essential to 
maintain the minimum level of collective defense effort necessary to 
our national security. This is the crux of the problem. 

The Joint Chiefs of Staff have analyzed the military requirements 
in the light of current world conditions and have established objec- 
tives necessary to the security of the United States. This milita 
appraisal is supplemented by the military planning conducted with 
United States help by the NATO, SEATO, and Baghdad Pact 
Organizations. 

EXPENDITURE RATE 


Our past experience has confirmed that an expenditure rate of more 
than $2 billion is necessary each year to accomplish a consistent and 
economic rate of buildup toward these objectives. With an average 
leadtime of a year and a half for all items in the program, a $3 billion 
balance must be maintained to fund the obligations and reservations 
of undelivered equipment. 

At the end of fiscal vear 1958 we anticipated. and in faet had. an 
unexpended balance of $5.4 billion. For fiscal year 1959 the Presi- 
dent requested $1.8 billion. 

With tl iS amount of fim ds the proposed program of ws billion 
would reduce the unexpended balance at the end of fiscal year 1959 by 
$400 million to the $3 billion level estimated as the minimum neces- 
sary to continue the same magnitude of effort in subsequent vears, 

Congress having already reduced the authorization for military 
assistance to $1.605 billion for fiseal year 1959, it is obvious that even 
if the full amount authorized is appropriated, 1 of 2 things will 
have to happen in the future. 

Either we will disregard the military advice of the Joint Chiefs of 
Staff by reducing the magniti de of our effort, or increased appropria- 
tions will be required to enable us to attain the current level of deliv- 
erles and regain lost momentum. If appropriations fall short of the 
amount already authorized, just that much more new funds will be 
needed in fiscal year 1960 to sustain the present level of effort. 

The effect of such a reduction on the national security effort 
cannot be judged solely by the slowdown of an already gradual build- 
up to the Joint Chiefs of Staff force objectives. Quite apart from such 
objectives, experience indicates that we can anticipate that each year 
will bring unpredictable events that require adjustments in the pro- 
gram, usually at increased cost. 


THREATS OF COMMUNIST AGGRESSION 


These include such external factors as threats of aggression by a 
Communist or Communist-dominated state, to which the United States 
must respond promptly and vigorously with deliveries of material 
assistance. 

In several recent instances deliveries of material on a crash basis 
has been completed within 36 hours from the time the initial request was 
received. 

From a dollar standpoint even greater unexpected demands are 
placed on the program as a result of requirements for new weapons 
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systems and related training generated during this period of unprec- 
edented technical evolution. 


EXAMPLES OF 1958 PROGRAM 


A few examples of events in fiscal year 1958 which could not be fully 
anticipated in 1957 when the program was proposed are: The decision 
to deploy IRBM’s to the United Kingdom and Europe; the sharply 
increased tension in the Middle East; and in the Far East, the mod- 
ernization of Korean forces now permitted by the U nited Nations 
Command decision to suspend operation of the provisions of the armis- 
tice agreement which had restricted the United States both in the 
modernization of its own forces and in the assistance rendered to the 
forces of its allies in Korea. 

Thus I say with conviction that prudence dictates we maintain the 
capability to meet the challenge posed by demands of such contin- 
gencies. 

The foregoing are, in essence, the reasons why reductions below the 
authorization already voted by Congress for military assistance will 
seriously hamper the United States national sec urity effort. 

In addition, if the committee desires, I will be glad to discuss in 
detail such matters as growth of allied forces since the inception of 
the program in 1950, relative United States and allied defense expendi- 
tures in the same time period, the shift in emphasis in the program 
from maintenance to modernization, the proposed allocation of the 
fiscal year 1959 program, and the reductions since 1952 in the amount 
of nnexpended year-end balances. 

Up to this point I have purposely confined my remarks to the mili- 
tarv assistance program, the administration of which is the respon- 
sibility of the Department of Defense.. I cannot emphasize too 
strongly, however, that the attainment of the military objectives to 
which this program is directed will depend on continuation of other 
defense aspects of the mutual security program. 


DEFENSE SUPPORT PROGRAM 


This is particularly so in the case of the defense support program 
which goes primarily to key countries on the periphery of the Sino- 
Soviet bloc, such as Turkey, Pakistan, Vietnam, Taiwan, and Korea. 
Serious cutbacks in defense support will cause such countries to lag 
dangerously in the military effort required by their strategic location. 
Reductions in defense support. below the amount of the authorization 
will, therefore, have a direct and adverse effect on our collective 
security. 

IMPACT OF EXPENDITURES ON UNITED STATES ECONOMY 


Before concluding I would like to discuss for a moment the impact 
of military assistance expenditures on the United States economy. 
In this connection it is important to bear in mind that about 85 percent, 
of all military assistance program funds have been spent in the United 
States through fiscal year 1958. 

For fiscal year 1959 Department of Defense plans call for 92 percent 
of all new funds appropriated for material to be expended on orders 

laced with American industry. As confirmed in a study prepared 
ast year for the Senate, such expenditures clearly have a significant 
effect on domestic employment. 
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NEED FOR SUSTAINED LEVEL OF EFFORT 


In conclusion I would make one final point. The need for a sus- 
tained level of effort in the military assistance program is fully estab- 
lished by all the facts we now know. In all honesty, if there were 
a relaxation in the threat or a change in strategy that would permit 
the United States to shift its emphasis to other fields of endeavor, we 
could defer or cancel plans to carry out deliveries under the military 
assistance program. 

Nothing, however, in our experience of the past year indicates that 
we can expect a relaxation in the threat to which this program responds, 
To do this job in fiscal year 1959 and the years ahead we need appro- 
priations which approximate as closely as possible the amount re- 
quested by the President. Accordingly, I urge you to take action to 
vote an appropriation for the mutual security program in the full 
amounts authorized by the Congress for fiscal year 1959. 

Chairman Haypen. Senator E llender, do you have any questions? 

Senator ELtenper. Just a few. 

Mr. Spracur. May I point out, Mr, Chairman, that I have with me 
today my four regional directors who handle the areas of the world 
involved in the military assistance program, Latin America, Europe, 
the Far East and the Middle East, and they will be happy to respond 
to individual questions concerning their particular countries. 

I also have with me Mr. John Holcombe who is the director of 
the Office of Programing and Control, Mr. Markley Shaw the ISA 
Comptroller and Mr. William M. Leffingwell the special assistant to 
Mr. Shuff who runs this program. Mr. Shuff unfortunately has had 
to go to Europe. 

hairman Haypen. I am sure Senator Ellender will want the best 
available person to answer some of these questions. 


DETERMINATION OF AREA REQUIREMENTS 


Senator ELtenper. What is the process you follow in determining 
area requirements for military hardware? 

General Gurr. To start with, sir, as you know they have in each 
country a MAAG which is an organization of United States military 
personnel who deal closely with the forces of the country where they 
are stationed. 

They reflect to us both what the country would like to get and what 
they think the country should get. Those recommendations are re- 
viewed by the Unified Commander who has jurisdiction for the respec- 
tive area MAAG’s, in my case, EUCOM, the European Command, 
and again back here in the Pentagon w here the military departments, 
the Joint Chiefs of Staff and the ISA organization all review the 
requirements. 


ADVICE OF MAAG EUROPEAN REPRESENTATIVES 


Senator Ettenper. To what extent do you follow the advice of your 
MAAG European representatives? 

General Guturie. I should say in a great majority of cases. They 
are shrewd people, they are also taxpayers and they understand both 
sides of the question very well. 

Mr. Spracur. The MAAG’s have nothing to do with dollars. They 
establish priorities for equipment, and we take those priorities and 
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correlate them to the force objectives of the JCS in terms of the 
amount of the appropriation we get from Congress. 


CAPABILITIES OF RECIPIENT COUNTRY 


Senator ELLenper. To what extent do you either directly or through 
MAAG consider the capabilities of the recipient countries ? 

General Gurnrm. If I understand that question correctly, sir, the 
capability of the country is ev aluated by the MAAG and United 
States Country team and also again refined in EUCOM, and then 
the Joint Chiefs of Staff finally evaluate it back here. 

That process is also participated in by the ambassador and the 
United Sts ates — representative of the country. 

Senator ELLenper. I am familiar with that and I wish I could give 
you in detail some of the reactions I received from our own MAAG 
people abroad. 

PAYMENT OF TAXES IN FRANCE 


For instance, in France, I talked to quite a few people there during 
the past 4 or 5 years and they are convinced that if the French people 
paid their taxes as we do, we would not need to do as much as we are 
now doing. 

As was stated on Wednesday, France was supposed to have, I think, 

active divisions in Western Europe. 

General Gururir. They are committed to NATO for ——— active 
divisions. 

Senator ELLENpER. They have ———. 

Have you furnished all of the materials, all of the hardware to acti- 
vate those ——— active divisions? 

General Gururim. Originally we, of course, did, yes, sir. 

Senator Ettenper. Where is that material ? 

General Gururie. All that they did not make themselves in their 
own country. 

Senator ELtenper. Where is it now? 


EQUIPMENT USED IN NORTH AFRICA 


General Gutrurim. Some of it has gone with the French troops to 
North Africa. 

Senator ELtenper. With your consent? 

General Gururie. With our knowledge. The United States was 
officially informed. 

Senator E.tenper. Will you replace any of the equipment with 
money out of this bill or out of the pipeline ? 

General Gutrurtie. Not at this time, no, sir. 

Senator ELLenper. Why do you say “at this time” ? 

Do you expect to replenish it in the future ? 


REPLACEMENT OF EQUIPMENT 


General Gururte. We will replace wornout equipment. Some is 
in France and some is elsewhere. Our major effort, of course, is 
devoted to modern weapons. 

Mr. Spracur. The French have a considerable capability for pro- 
viding their own. 
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Senator Ettenpver. They have a capability for helping themselves 
to the fullest extent if only they applied themselves. Today we are 
furnishing France about 44 percent of her military equipment. 

Am I correct? 

General Gururie. I believe that is correct. 


TOTAL EXPENDITURES IN FRANCE 


Senator Ertenper. We have spent in France over $9 billion since 
the Marshall plan when military and economic aid, is considered. 

How much more do you think we are going to have to spend in 
order to get France to carry her share ? 

Mr. Spracur. The problem of France which we all recognize is the 
expenditure of nearly a billion dollars a year to maintain their 
position in Algeria. This is really the crux of the problem. 

Senator Extenper. Do you think we should antagonize our friends? 
Does it make sense for us to help Iran, Iraq, Lebanon, and countries 
of North Africa when the French, through their present methods are 
antagonizing the whole Arab world against us? 

Mr. Sprague. We do not have the policy control over questions 
like that but it is of vital importance to the United States and the 
free world that north Africa be alined with the West. 

Senator Exvienper. I agree, but the point is though, that you are 
making it worse for us when our own materials of war that were sent 
to Western Europe are now being used in north Africa. 


POLICY OF GENERAL DE GAULLE 


Mr. Spracur. If General de Gaulle can solve this problem—then 
our problem with respect to France, I think, will be solved. 

Senator ELttenper. What do you expect General de Gaulle to do 
that has not already been done by his predecessors ? 

Mr. a gr. I can only reflect what dispatches I have seen tend 
to reflect. I do not know what the official position is on this, but my 
estimation of the situation is that he is going to try to integrate all 
Algerians into Metropolitan France as c itizens shaving equal privileges 
and equal rights. 

Senator Exxenper. Is that not the case now? It has been the case. 
Are they not represented in Parliament ? 

Mr. Spracue. The people do not have the same voting strength or 
the same voting opportunities. I think they are represented in the 
same way that Alaska and Hawaii have been represented here in our 
own Congress. They have delegates who observe, but do not have the 
full right to participate. 

Senator Extienpver. I do not believe that is the case. As I under- 
stand it, they have the same voting privileges as any deputy who is 
elected in France. The only difficulty i is that they are few in number. 

Mr. Sprague. In proportion to the population in Algeria, the repre- 
sentation is much less. 

Senator ELttenper. How can MAAG stand by and give advice to 
give more to France when France has without your consent utilized 
this hardware in north Africa. What excuse have you to offer to the 
Congress for that? 
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MAINTENANCE OF FORCE IN WESTERN EUROPE 


- General Guruere. Our responsibility is to maintain a force in West- 
ern Europe that will delay any advances into Western Europe suffi- 
ciently so that our full atomic power can be brought to bear. 

That is the main responsibility, of course, of the MAAG Chief. 
He is interested in modernizing the French forces that can provide 
that protection in that timelag. 

Senator ELLENpeER. I understand that, but that has not come to pass. 
You were supposed to have — active divisions. 

Mr. Spracur. They have a good many active divisions in metro- 
politan France that are not committed to the central force, but would 
be committed in the case of an attack. 

Senator ELLenper. Most of those are reserves. The General knows 
it and I know it. 

General Gururie. Their reserve system is pretty good. 





PROVISION OF ATOMIC WEAPONS 


Senator ELienper. I agree but they are still reserves. 

Now, Mr. Sprague, before proceeding to furnish Western Europe 
with new atomic weapons, what efforts have been made by our repre- 
sentatives to see that the countries assisted put up their just propor- 
tion of the moneys necessary to construct these new implements of 
war ¢ 

Mr. Spracue. In the case of the United Kingdom, we are providing 
missiles. The United Kingdom is providing the bases, the land, and 
the facilities. 

Senator EtLenper. What do you mean by facilities ? 

Mr. Srracur. Everything that is needed on the base to operate the 
base. 

Senator Eittenper. Most of those facilities are facilities that were 
in the past put up by us. 

General Gururir. I do not think any of them were put up by us. 
We had a check on that a couple of months ago. 

Senator ELLenprer. What do you mean by that? 

General Gururie. The partic ular airbases selected by the Royal 
Air Force for deployment of IRBM’s are Royal Air Force bases and 
always have been. 

Senator Extenper. You are not using the bases that we have 
already constructed there? 

General Gururm. They are using bases that were already con- 
structed and have been used by the RAF. 

Senator E.tenper. Have we not assisted to a large extent with the 
construction of bases in England? 

Mr. Spracur. Yes, but not these particular bases. 


BRITISH CONTRIBUTION 


General Gutrurir. The British bear the cost of all common items of 
equipment which means items that do not have to be specifically 
tailored for the IRBM’s such as fire trucks, cranes, vehicles of other 
sorts in quantity. 

Senator ELLenper. Can you give us an estimate of the proportion- 
ate shares put up by us and the British in this joint venture? 
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General Gururis. I could get it for you. 
it is about 70-30. 

Senator ExLenper. 70 percent by us and 30 percent by them? 

General Gururim. Yes, sir. 

Senator Exttenper. And all of that is done notwithstanding the fact 
that the British economy has vastly improved as a result of our assist- 
ance — is now better off than it has ever been. 

Mr. Spracur. That is true, Senator. I think two points, however, 
should ‘be made there. One, these missile squadrons will be operated 
by United Kingdom and not United States personnel in the years 
ahead. 

Senator Eittenper. I hope so. 


I would estimate that 


IMPORTANCE OF IRBM CAPABILITY 


Mr. Spracue. Secondly, the IRBM capability that will exist there 
is as important to us when we go into the missile era as the Strategic 
Air Command is located in the United States. 

Senator ELtenper. I know that and I admit all of that, but this is 
a mutual security program. We have been furnishing the British 
money to build itseconomy. We have furnished in the p: ast billions of 
dollars for her military forces. Now that we are going into the atomic 
phase of war we are again being called upon to carry ‘the greater por- 
tion of the load. 

I just think it is shameful for us not to try to force those people to 
do more because it is as much to their advantage as ours. It should 
truly be a mutual security program and not what it is at the present 
time. 

General Gururie. It is essential in order for the weapons to reach 
the target. They will not reach it from the United States. 

Senator Extenper. You are working on some now. 

General Gururiz. Yes. The best area, however, is continental 
Europe. 

Mr. Spracue. This is only insurance for us until we get the longer 
missiles. 

Senator Exienper. I understand all of that, sir, and in my humble 
judgment we are doing so much of it that we cannot afford to carry the 
whole load and sustain our own way of life. 

It will be an impossible task unless you are able to get these other 
people to joinin. That isthe point Iam trying tomake. That is the 
burden of my argument. 

In addition to the 70 percent we are now supplying for this new 
missile program, we are carrying the whole load in every other part 
of the world, except perhaps in Malaya where the British have a few 
soldiers to protect their own interests. But insofar as preventing a 
world conflagration we are carrying the entire burden in the Middle 
East, in sout theast Asia, in Formosa, and in Korea. This is something 
that we just cannot possibly continue. 

Something should be done in my humble judgment, by you, Mr. 
Sprague, and by you, General, to get these people to carry as much of 
the load as they can. I am confident, as I have said in all of my reports 
to this committee, that if the people of France, if the people of Italy, if 
the people of the Middle East, particularly Lebanon, paid the taxes 
that you and I pay they could support themselves much better and 
probably without assistance from us. 
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EXPENDITURES OF GRANT-AID ALLIES 


Mr. Spracue. I would like to make this comment. You say we are 
bearing the whole load. Mr. McElroy testified the other day that we 
had, in the calendar years from 1950 to 1957, military-assistance-pro- 
gram expenditures of $19.7 billion, whereas, our grant-aid allies, 
during the same period, spent $105 billion of their own money for 
defense. 

Senator ELLENpER. How much did we spend ? 

Mr. Spracur. We spent $277 billion in our own defense. 

Senator Exxenper. It is for theirs, too; we spent $277 billion as 
against their combined $105 billion and in addition we had to give 
them $19.7 billion. This idea of saying we put up 1 to their 5 has been 
repeated so much in the record from year to year, but you never point 
out the amount spent by our own Defense Department. 

Mr. Sprague. What have we got out of $277 billion effort in our 
own defense effort in contrast to what they got for $105 billion. 

Senator Exrenper. They would do that for their own internal 
security. 

Mr. Spracue. I disagree with you to this extent: I think it is the 
military-assistance program that gives them the incentive to have 
forces such as they have now because they get from us the modern 
equipment they themselves cannot produce. They do not have the 
facilities to produce it. 

Senator ELttenper. That is all well and good. I have been hearing 
that for the last 5 or 6 years. I have also been hearing that we would 
encourage them to put up their own facilities. 


COMPETITION WITH AUTOMOBILE INDUSTRY 


We thought they would, but they have not. Instead, they are mak- 
ing automobiles and other commodities to compete with us. 

Mr. Spracue. They started from scratch after World War II. 

Senator ELtenper. And they were supposed to assist us after they 
got on their feet, but they have not done it yet. However, I am not 
going to belabor that point any further. 


TRANSFERS AND LAPSED FUNDS 


Now, Mr. Sprague, I would like to ask you a few specific questions. 
As I pointed out on Wednesday, there was about $1.7 billion of the 
appropriations made since 1950 that had either lapsed and returned 
to the Treasury, or had been transferred out of the military-assistance 
appropriation to other appropriations over the period covered by 
fiscal years 1950 to 1957. Do you have the details on these lapses and 
transfers? 

Mr. Sprague. I think that Mr. Murphy, of ICA, has the breakdown 
on that. 

Mr. Murpuy. I have a table which responds to this request and 
which will be inserted in the record at an earlier point and it will be 
supplemented by some more information. 

(The information appears on p. 100.) 

The figure of $1.7 billion contains $638.6 million which lapsed to 
the Treasury at the end of various fiscal years. In fiscal year 1953 it 
was $116; fiscal 1954, $318.7; 1955, $175.5; 1956, $14 million; and 
1957, $14.2 million. 
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The balance of $1.06 billion was transferred from “Military assist- 
ance” to various economic-assistance accounts as follows: 
In fiscal year 1952, it was $478.2 million. 


TRANSFER AUTHORITY 


Senator ELLeNpER. What was your authority for that ¢ 

Mr. Moreny. Section 101 (b) of Public Law 165, 82d Congress, as 
amended. 

Senator Eiienper. And that is still in the law, is it not? 

Mr. Morrny. The same basic authority is there. It is now called 
section 501, but it is the same authority. 

The fiscal year 1952 was $478.2 million : $300 million of it was used 
for the United Kingdom; $100 million for France; and $78.2 million 
for Greece, Turkey, and Yugoslavia. 

Senator ELLENDER. For what purpose ¢ 

Mr. Morpruy. It was used for economic assistance because the 
amounts otherwise available were considered insufficient to meet. re- 
quirements. 

If you will recall in 1952, the whole object was to make up a balance 
of payments deficit. 

Bian of those were grants and some were loans. 

Senator ELLenper. Could you tell us how much ? 

Mr. Morruy. I could not as of now, but I would be happy to look 
that up and insert that information in the record at this point. 

(The information referred to follows:) 

Of the $478.2 million transferred from Military Assistance appropriations for 
economic use in fiscal year 1952 loans were made in the following amounts to 
the following countries: 


¥ 


Uy nited Kingdom a a oR Pe 
France___- : : pate x tad ae 43, 200, 000 
Turkey__.___. ei les beh rl eg Eh wah eck <awae Bh, 200, OOO 


No loans were made to Greece or Yugoslavia. 

Since these transferred funds were merged with Economic Assistance appro- 
priations available for use in these countries, it is not possible to ascertain what 
amounts loaned during that period can be attributed to the Military Assistance 
appropriation. 











Part of the United Kingdom and France may have been for loans, 
but I could not say how much. 

In fiscal year 1953, $125 million was transferred from the military 
assistance appropriation for additional economic assistance for France, 
Yugoslavia, and Berlin. 

In 1954, $75 million transferred to assist in financing the $100-mil- 
lion loan to the coal-steel community in Europe. 
Senator ELLenper. Was the $75 million a loan ? 





LOAN TO COAL-STEEL COMMUNITY 








Mr. Murpuy. That $75 million plus another $25 million made up 
the $100 million, all of which was loaned to the coal-steel community. 

In 1955, $20 million was for Egypt; $20 million for Iran; $35.9 
million for Pakistan ; $1.3 million, Guatemala; $0.7 million for Haiti; 
$15.5 million for Italy; $4.8 million for Yugoslavia; $15.5 million 
for Spain; and $1.2 million for flood relief in the eastern European 
area. 

In fiscal year 1956 there was a $6-million transfer for Pakistan, 
and in fiscal year 1957 there were no transfers. 
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Senator Exienver. All of this was done under the authority just 
referred to? 

Mr. Murpny. Yes, sir. 

Senator ELLENDER. And this was in addition to the sums we had 
made available to those countries during that year? 

Mr. Murpuy. That is correct. 


UNOBLIGATED BALANCES 


Senator E.ienper. The amount that went back to the Treasury 
aggregates about $648.6 million. Why was that permitted to go to 
the Treasury? Was it because you could not spend it, or did we 
appropriate too much, or what was the reason for it? 

Mr. Murrny. Those were unobligated balances at the end of the 
fiscal years shown and were not reappropriated by the Congress. 
They were unobligated by reason of the fact that obliga itions for equip- 
ment included in the approved programs had _ not been made by the 
end of the fiscal year in question. 

Senator Ettenper. How much do you have unobligated as of June 
30. 1958 2 

Mr. Murrny. Of military assistance ? 

Senator ELutenper. Yes. 

Mr. Murrny. The estimate is $25 million. 

Senator ELtenper. When will you obligate the $25 million ? 


OBLIGATION PERIOD 


Mr. Spracur. We have the authority from the Congress, Senator, 
for an 18-month period of time to obligate the funds. 

Senator Ettenper. Did we place a limitation of $100 million when 
we extended the —— d 

Mr. Spracur. I do not think that applied to us. Actually, we did 
our level best to get the program allocated on a timely basis before 
the end of the actual fiscal year. 


TOTAL IN PIPELINE 


Senator ELLenpER. How much do you have in the pipeline now? 

Mr. Spracur. $3.4 billion, all of which is obligated. 

Senator Exienper. Isn’t much of that on reservation with the mili- 
tary departments ? 

Mr. Spracve. It is firmly committed money which we are required 
to pay to the services when they complete delivery of the items 
already ordered. 

Senator Ettenper. You can deobligate it, can you not? 

Mr. Spracur. We have the right to do it. We would have to can- 
cel it and pay cancellation charges against the orders the services have 
already given to private contractors. 

Senator Exitenper. In 1954 you had $112 million programed for 
airplanes for the British. Now, you intend to use that money for 
the IRBM’s. 

Mr. Sprague. That is correct. 

Senator ELLeNpER. How much more funds do you have in the pipe- 
line that has been held over for that long period of time? 

Mr. Spracue. May I show you a chart, sir? 

Senator Exrtenper. Yes. 
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AVERAGE LEAD TIME 


Mr. Spracur. The average lead time was about a year and a half. 
Some items which we can draw from services stocks we can get in a 
matter of 3 months, but when we order aircraft, ships or missiles, we 
may not get them for 21% or 3 years. 

Senator ELLEenpDeER. C an you tell us how much of the amount you 
now have in the pipeline has been tied up for more than 21% years? 

Mr. Sprague. I have a chart on that. 

First I would like to point out this chart. This shows where we 
started in 1950. The red blocks show the expenditures. The white 
pipe is the pipeline. The expenditures, you will note, starting with 
1955, have leveled off to an approximate amount of $2.3 or $2.4 
billion. 

The last 2 years it was $2.2 billion which is also this projected year, 
This shows the reduction of the pipeline from $8.5 billion in 1954, 
which was the total of new obligational authority against unexpended 
balances, to $3.4 billion now. 


REDUCTION IN DEFENSE UNOBLIGATED BALANCES 


Senator E.itenper. The Department of Defense has reduced its 
unobligated balances during the same period from $15.5 billion to 
around $7 billion, and they hope to have it much lower than that. 

Mr. Spracur. That may be true. 

Senator ELLenper. It is the same thing. 

Mr. Spracue. This is obligated balances. 

Senator ELLtenper. They have to obtain it for you. It is not tied 
down to the point where you could not deobligate it. 

Mr. Spracur. We could deobligate it, but it would result in a can- 
cellation of the orders that they “have made which under the act of 
Congress we are required to pay cancellation charges on. 

If we deobligated it, we would not be getting the equipment that we 
need for the program. 

Senator Satronstatu. Would the Senator yield on that point? 

Senator ELLenver. Yes. 


MINIMUM CARRYOVER 


Senator Satronsrati. As I understand it, this $3 billion which you 
say in your statement is the minimum you can carry over; is that all 
obligated ? 

Mr. Sprague. Yes, sir; every cent of it. 

Senator Sauronstauy. If you deobligate it as the Senator from 
Louisiana says, or if you cancel or whatever the correct word is, and 
throw that business on our military, it means you are going to throw 
out their programs, because it means that they will have that much 
more, we will say, of airplanes, whereby they have ordered some new 
ones. 

Mr. Spracur. They cannot do that, because they are living up to 
the full amount of their appropriation from the Congress, and, there- 
fore, they would be exceeding their appropriation. 

Senator Sauronstau. T hey would not have the money to pay for 


it. That is by the amount that you would send back to them by 
cancellation. 
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Mr. Spracur. Yes, sir. I think it is important to understand this 
problem to realize how we operate. When you give us the 1959 funds 
which will be in an amount less than we have presented to the Congress 
for $1.8 billion, we will then have to refine the program in terms of 

uipment that we are going to furnish to come within the amount 
of funds appropriated. 

We will do that within a short time after the Congress has given 
us the money. We then levy on the services for the required equip- 
ment. 

Those funds are set aside in advance so to speak. They are for all 
intents and purposes placed in escrow. It is trusted to pay those 
orders when delivered to the foreign country. We cannot jockey 
these funds around. 

We do not have the latitude on these moneys you appropriate. The 
money we get in 1959 will be obligated against orders that we make 
to the services which they make to contractors. 


REASON FOR $3 BILLION CARRYOVER 


Senator Satronstatn. Mr. Sprague, will you repeat again in about 
three sentences why $3 billion in your opinion, is the minimum carry- 
over / 

Mr. Spracur. To carry out a program of the magnitude that we 
feel is essential toward the attainment of JCS force goals, an ex- 
penditure of approximately $2 billion a year is required. 

If we get approximately $2 billion a year and we spend $2 billion 
a year, we need something in the bank against the orders that have 
been placed for items which will not be delivered for 2 or 3 years to 
pay for those items when they are delivered. 

Senator Sarronsta. So this $3 billion will pay for items that will 
be delivered in 1960 and 1961 budgets ? 

Mr. Spracvur. That is correct. Let me show you another chart 
which I think illustrates the point a little better. Here is the total 
going into fiscal 1960. This will be the approximate total pipeline, 
$2.062 billion, or roughly $3 billion. 

Senator ELtenper. Under what appropriation ? 

Mr. Sprague. Under 1957, 1958, 1959 programs. 

This $3 billion that will be in the pipeline at the end of this fiscal 
year is obligated against the delivery of these items. For instance, 
$233 million in the 1959 program for missiles but in 1958 program, 
we have $412 million for missiles and in the 1957 program we have 
$21 million making a total of $666 million which is earmarked for 
payment to the military services as these items are delivered. 

Senator SauronstaLtt. When was the contract order placed ? 

Mr. Spraauer. In the year indicated. The same situation is true 
with aircraft, vehicles, ships, and so forth. 

Senator Sauronstatu. So you are merely trusteeing this amount 
in the 1959 to complete and pay for the whole missile of orders that 
you placed in 1957 and 1958? 


DELIVERY OF MISSILES 


Mr. Spracue. No, sir, that is not quite accurate. We placed a 
total in orders for missiles of $666 million. In 1957, in 1958, and 
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we will in 1959. These missiles will be delivered probably 214 to 3 
years from the time that we place the orders. 

Senator Ture. If the two Senators who have been recognized will 
yield at that point, there are $21 million still left to be ps Lid upon the 
orders given in 1957 that are not yet delivered ? 

Mr. Sprague. That is correct. 

Senator Tuyr. So that is the reason why oftentimes you have a 
carryover that is so difficult to understand but you are in some 2 and 
21% years lead contracts ? 

Mr. Spracue. That is correct, yes, sir. 

Senator ELienper. Mr. Sprague, how do you arrive at that figure 
of $2.962 billion? 

Mr. Spracur. By adding all of these items. 

Senator EiLenper. That are on hand ? 

Mr. Spracue. It is on hand to pay for all of these items that have 
been ordered. I must point out that this is based on a request for 
fiscal 1959 of $1.5 billion. We are already down to $1.605 billion. 
We had estimated going into this fiscal year with a carryover of 
unexpended but obligated balances of $3.4 billion. 

If we received $1.8 billion which the President requests and we 
spent $2.2 billion, that would bring our pipeline down to the $3 
billion figure we have been talking about. 

Senator Exienpver. The point I made a while ago is that if our 
allies were urged = make a more proportionate contribution instead 
of on a ratio of 70-30, then you would not need that much money. 
That is the point I hi ave been making. 

Senator Saltonstall, before you arrived, it was pointed out that the 
cost sharing on the missiles we send to Britain will be on a 70-to-30 
ratio, that is, 70 percent contribution by the United States and 30 per- 
cent contribution by Britain. 

I predict it is going to be worse in France. 

Charman Haypen. We will suspend temporarily. 

(Brief recess. ) 


DEOBLIGATING COSTS 


Senator ELLeENper. The committee will come to order. 

Mr. Sprague, a moment ago you mentioned about the cost of deobli- 
gating. In the hearings before the House committee appearing on 
page 395, it is shown that there were deobligations amounting to $93 
million in 1956, $71.5 million in 1957, and $97.3 million in 1958 in the 
military assistance appropriation. 

How much loss have you sustained as a result of those deobligations ? 

Mr. Spracur. None to my knowledge. 

Senator Evtenper. You explained that you cannot deobligate un- 
less you pay cancellation costs. Why is it you did not lose any money 
on these deobligations ? 

Mr. Suaw. You will remember that we have two types of money. 
We apply our money in two different ways. One is the way Mr. 
Sprague and the Senator were talking about, that is accomplished 
through the order and reservation process, and the second way which 
is the conventional way is to allocate money to the militar v depart- 
ments so that they may use that money direc ‘tly against contracts that 
they arrange for our material. 
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DEOBLIGATION OF DIRECT CITATION FUNDS 


The cancellations that you referred to and which are listed in the 
House hearings are deobligations of direct citation funds. They are 
not deobligations of reserve funds. 

Senator ELLENpER. Do you mean of materials that were on hand ? 

Mr. Suaw. No, sir, I am saying these deobligations were cancella- 
tions of offshore procurement contracts. The three figures you read 
refer to the cancellation of offshore procurement contracts of one 
kind or another and, 1n this case there were no cancellation charges. 

Mr. Sprague was talking about the cancellations costs that would 
be involved if a military department, attempting to procure some- 
thing for us included on one of our orders, was to cancel a contract. 


AIRPLANES PROGRAMED FOR ENGLAND 


Senator ELLenpER. What is the situation in the case of the airplanes 
that were programed for England in 1954 and then canceled this year ? 

Mr. Suaw. The arrangement in England was that we would join 
with England in the procurement of aircraft that would meet cer- 
tain given specifications. The aircraft did not meet the specifications 
and the United States was unwilling to accept any of the financial 
responsibilities involved. 

Senator Ertenper. Who incurred the loss? 

Mr. Suaw. It was England’s loss for any cost entailed. The air- 
craft would not meet the Air Force specifications. 

Senator ELitenper. How much of that occurred ? 

Mr. Suaw. The total deobligation against the two models con- 
cerned was $76 million and that is a part of the $97.3 million that 
you just mentioned. 

Senator Exiienper. Was that contract placed with a British con- 
cern 4 

Mr. Suaw. Not directly. It was done by the British and we were 
a member of the procuring group. We and the British worked out 
an arrangement whereby we would reimburse the British to this ex 
tent if the aircraft met the spec ifications. 

They did not meet the specifications and the United States withdrew 
from the deal without any cost. 

Senator ELtenper. Why was that permitted to drag so long? | 
understand the money was set aside in 1954. 

It has been in the pipeline since 1954 and you deobligated it this 
vear in order to buy missiles. 

Mr. Spracue. In order to reobligate it. 

Senator E:ttenper. When did you find out that those planes were 
not. suitable ? 

Mr. Suaw. At the time the money was deobligated, that is when 
the decision was made. 

Senator E_tenper. Are you sure that was the reason for the de- 
obligation ? 

Mr. Suaw. I am positively sure because the planes would not meet 
the specifications established by the United States Air Force. 

Senator ELtenper. How much time had you given the British? 

Mr. Suaw. Since 1954. 
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Senator ELLENpDER. How many were involved ? 
Mr. Suaw. I do not know the number involved. 


EXCESS OF EQUIPMENT IN ENGLAND 


Senator Ex.ienper. To what extent have you utilized materials 
that were originally sent to England in other countries? I remem- 
ber when I was there in 1956 there was a vast amount of excess equip- 
ment at Burtonwood. 

General Gururie. We have stockpiles in Europe and this used to 
be one. I think it has now been cleaned out, Burtonwood, but it is a 
holding place until the countries are able to accept the material. 
We have such depots for our own forces as well. 

Mr. Spracve. Is that not excess equipment? 

General Gururie. I think some of the British equipment was from 
World War II and some resulted from the inactivation of our own 
troops and from other sources. 

Senator Exienper. When you take materials from one area and put 
them in another, how does that affect your military program ? 


MATERIAL IN EXCESS OF REQUIREMENTS OF RECIPIENT 


Mr. Hotcomer. As you know, Senator, the law prescribes certain 
stipulations regarding any ms terial whith becomes excess to the re- 
quirements of a recipient. 

In the case particularly, of the more advanced countries, the mate- 
rial that we were able to furnish under this program during the early 
years of the program filled a vital need in permitting such recipients 
to have military strength while they were developing their own types 
of military material. 

As you know, in Britain for ex: imple, they have developed their 
own aircraft, they have developed the Centurian tank and they are 
largely equipped with their own type material. 

This excess therefore, reverted largely to the United States and we 
have under the programing process, “particularly i in the last 2 years, 
before we have asked for anything from Congress, determined to 
what extent we could utilize this excess material to meet existing re- 
quirements for the same kind of material in other countries, usually 
those that are not so far advanced or able to produce their own. 


ITEMS FURNISHED FROM EXCESS STOCKS 


We have shown in the congressional presentation on page 30 of the 
worldwide summary a list of the military assistance items furnished 
from excess stocks. These excess stocks are, frankly, of two types, 
Senator. 

Material in excess to the requirements of our own services we can 
deliver without having to pay the services a reimbursement amount. 

The other types are these redistributable types which are in the 
hands of the recipient countries. 

Senator ELLtenper. You say you do not have to pay the services. 
Can you not use that ? 

Mr. Horcompr. We have used it. The amount of $1.8 billion re- 
quested for fiscal year 1959 excludes that which we can provide from 
excess stocks or from redistribution of stocks that were excess to 
recipient countries. 
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Senator ELttenper. How much would the request have been if you 
had not used this surplus military hardware? 


VALUE OF EXCESS MATERIEL 


Mr. Hotcomer. In 1958 the value of materiel that we have been 
able to provide from excess is $192 million. If we had had to pay 
the full value of these, we would have had to have about $200 mil- 
lion more. 

The amount in the 1959 program is still an estimate because we 
have not in many of these cases actually recovered the materiel. Also 
this requires a determination through negotiation with the country 
concerned that these are really excess. We nevertheless expect about 
$250 million will be provided in 1959 without cost to the United States 
Government. 

Senator E.ienper. What success have you had in France with 


reclaiming excess military equipment? I understand that you have 
had some difficulty. 


. 


Mr. Hotcomse. Through 1958 we have recovered about $300 mil- 
lion from France out of the total amount that we have provided. 

Senator Ettenver. About $3.8 billion. 

Mr. Hotcompr. About $3.7 billion, which includes many things 
which have been used up, such as training, ammunition, and so forth. 

One of the reasons that this has to be a matter of negotiation, is 
that we have asked the French, “Are these not excess?” and the 
French in many cases say, “No; they are not. In the first place we 
require them for war reserves and they are required by NATO stand- 
ards which are higher than United States standards.” 


EQUIPMENT FURNISHED TO FRANCE 


Senator Etrenper. What became of the equipment furnished 
France for the divisions which are no longer in Western Europe? 

Mr. Hotcompe. All of this equipment is in divisions which are 
within the territory of France, including Algeria, which is considered 
a part of Metropolitan France. As for the divisions which are in Al- 
geria, much of their heavier materiel is still in France in ready 
status 

Senator Exvenper. I presume the only thing you have in France 
would be the artillery and some tanks ? 

Mr. Spracur. Much of the aircraft. 





LIGHT EQUIPMENT IN NORTH AFRICA 


Senator Eitenper. Did you say that all light equipment is in North 


Africa ¢ 


Mr. Hotcompr. Not all the light equipment, but a considerable 
portion of it is; yes, sir. 


7 


Senator ELLenper. Would it not have been possible to stop France 
from moving this equipment ? 

General Gurnrir. For NATO. If we move a NATO-committed 
division from Kansas or Oregon we may inform NATO, but we do 
not consider it essential to ask their permission. 

Senator Eitenper. You gave this to NATO to back us up. 

General Guturt. It is still within France. 
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Mr. Sprague. Since Algeria is a part of Metropolitan France, it 
is considered a NATO area. 

Senator ELLenper. It was never intended to be in North Africa. 
It was supposed to be used in Western Europe, in France. 

Senator Dirksen. Will the Senator yield ? 


SECRECY OF FIGURES BY COUNTRY 


Senator Eitienper. Are the country figures for military aid secret? 

Mr. Spracur. Yes; the country figures are. 

Senator ELtenper. Why should that be secret ? 

Mr. Spracur. It is simple, yet with real reasons. 

Senator ELLenper. Why ? 

Mr. Spracur. Among other cogent reasons, it could promote in- 
vidious comparisons and exploitation for political purposes of differ- 
ences among countries. 

Senator ELLenpEr. This help is not being given on the basis of need, 
but on the basis of what the other country is getting. 

Mr. Spracur. No, sir; I do not agree with that. It is being given on 
the basis of _ at we think the countr yneeds. Weare not particularly 
interested in having the Communists know what our military pro- 
grams are. 

CAPABILITY OF MAINTAINING FORCES 


Senator ELLenper. ‘To what extent do you investigate the capabil- 
ity of a country to m: intain the forces that you say are necessary / 


Let us take any one you want. Let us take Thailand or South 


Vietnam or any country in the Middle East, or let us ais Seal or 


Iraq, any one to which you furnish military assistance. 

Mr. Sprague. May I show one chart ? 

This chart shows the percentage of where the program goes in total, 
not by country. About 2 years ago, about 50 percent of our program 
was for force maintenance. That is the provision of vehicles and 
equipment for replacement. vehicles and equipment, spare parts, just 
keeping the force going. 

The thing that you are interested in is how are we getting these 


countries to do for themselves more and more. We are doing that 
in this manner: 


PERCENTAGE OF FUNDS USED FOR MAINTENANCE 


In the 1959 program only 18 percent of the total program which is 
«a smaller program than we had 2 years ago is going for maintenance. 
In other words, the countries are now picking up more and more 
of the cost of maintaining their own forces. 


EMPHASIS ON IMPROVEMENT 


Now, the big percentage of our program, 53 percent, is in improve- 
ment and by that. we mean missiles, modern ships, modern aircraft, 
modern tanks, to create forces which have a better capability to meet 
resistance. 

I think this is a significant fact in the program itself showing that 
we are putting our emph: isis in getting equipment to these people that 
they do not make and cannot m: ike that is modern in terms of meeting 
the kind of forces that the Russians have. 


as 
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COST SHARING 


Senator Dworsuax. Would you explain cost sharing ? 

Mr. Spracur. These are programs where the United States and 
other countries make a contribution. These are the cost-sharing pro- 
grams. These are largely in the NATO area, infrastructure where we 
propose $60 million is the United States share which is roughly 38 
percent of the total cost of airfields, early-warning systems, communi- 
cations networks in NATO forward area. 

The other NATO countries contribute the balance of the sixty-two- 
odd percent of the cost. Mutual weapons development is about a 
$40 million project. 

Senator E.Lenper. How did that program come into being? 

Mr. Spracve. This started a number of years ago in order that we 
could tap the scientific and technological capabilities that existed in 
Europe and NATO. 

Senator ELLenper. How much did you start with? 

Mr. Spracvur. $19 million. 

Senator ELLenper. Was that your first year? 

Mr. Spracur. Yes. 

Senator ELLENDER. What year was that? 

Mr. Hotcomse. If my memory serves me correctly, it was just under 
$20 million in fiscal year 1954 when the program was initiated. 

Senator ELtenper. How did we get roped into that? Why could 
you not get them to share with us since we are spending $614 billion 
for that same purpose / 

Mr. Spracur. We are getting the advantage out of whatever is 
developed over there with 50 percent of the funds contributed by them. 

Senator ELtenper. How much are they spending ? 

Mr. Spracue. About $40 million. 

Senator Exitenper. We are spending about $61, billion. Is that 
not enough? 

Mr. Spracur. We are only spending $40 million in this area. 

Senator E.tienper. I understand that but why not let them carry 
that load. Why are we so liberal? 

Mr. Spracur. We figure we get a net advantage out of it. 

Senator ELLenper. Where is the mutuality ? 


MUTUAL NATO PROGRAM 


Mr. Spracur. They contribute half and we contribute half. This is 
a mutual NATO program. England has very substantial research 
and development programs, and Germany is developing research and 
development programs of their own entirely apart from this money 
or entirely apart from the money that they contribute to this program. 

Senator Ettenver. In what countries do we carry on this program ¢ 

Mr. Spracur. Throughout Europe. 

Senator Ex.enper. Is it assisting development that is already un- 
derway by those countries? 

Mr. Spracue. That is right. 

Senator Extenper. Why do we have to help with this in view of 
the fact that we have already spent in excess of $12 billion in West- 
ern Europe? 
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Mr. Spracur. Because the size of the effort is too big for them. 
There have been a number of weapons developed in this program that 
we are contemplating using for our own forces which are in some in- 
stances better than what we have. 

Senator Exienper. We have developed them here with no help 
from them. 

Mr. Spracur. They are not any good to us here. 

Senator Extenper. I understand that. You have a very good 
argument. You are arguing for the British and the French and you 
are not arguing for the Americans. 

Mr. Srracus. I am arguing for the United States. 


FACILITIES ASSISTANCE PROGRAM 


Senator ELLenper. We are also spending $20 million for the facili- 
ties assistance program. Why should we do that? 

Mr. Spracue. I started to explain before you had the rollcall what 
we are trying to do in this program. We are trying to get an ad- 
vanced weapons production program going and financed by Europe 
whereby they will produce their own weapons at their cost on a regional 
basis, because doing it alone they do not have enough of a market. 

Senator E:tenper. Was it not planned, Mr. Sprague, to do that 
very thing when we initiated the offshore procurement ? 


OFFSHORE PROCUREMENT 


Mr. Spracur. I think the concept of offshore procurement was dif- 
ferent. 

Senator ELienper. It was to establish within the countries of west- 
ern Europe facilities that could be used when needed. 

Senator DworsHax. Why not? 

Mr. Spracue. It did build up their capability to manufacture muni- 
tions of war. There is no question about that. 

Senator Exxenper. I understand that; but all of that was done by 
privately owned concerns and they are now out of business. 

Mr. Spracur. They are not out of business. 

Senator Eixenper. I mean the original ones. This $20 million is to 
build facilities that should have been built when we had the first off- 
shore urement program in effect. 

Mr. Spracur. My understanding of this was that in each country 
it was to get these people in a position where they could develop their 
own munitions of war. The United States put the money in originally 
to make a purchaser for the products. 


ADVANCED WEAPONS PRODUCTION PROGRAM 


This advanced weapons production program is an enlargement of 
that theory whereby the European countries will produce “advanced 
weapons not just for France if an item is produced in France, but for 
the NATO area; and I think this is a program that is going to be very 
useful. 

Senator Ex,enper. Who will pay for that? 

Mr. Spracur. They will. The only help we are giving them is the 
facilities required in the way of machine tools, jigs, dies, mechanical 
engineering drawings, and so forth, for these modern weapons such as 
missiles, late-model aircraft. 
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This is to provide some of the machinery and equipment which will 

ermit them to manufacture. 

Senator ELtenper. And you are doing that because you feel that 
they are not able to do it themselves? 

Mr. Spracur. We feel that if we can give them a start with the stuff 
we already have which makes it possible to produce these weapons, 
they will then produce them and buy them themselves. 

They have agreed to do this. 

Senator Extenver. Do you expect to continue a $40 million a year 
program for mutual weapons development ? 

Mr. Spracue. I would not necessarily say that we would continue at 
that level. 

Senator ELtenper. What do you have for the next fiscal year ? 

Mr. Spracur. For 1960 we have not yet developed the program. 


LOGISTICS SUPPORT FUNDS IN KOREA 


Senator Ettenper. Who has charge of the southeast Asian area? 

Mr. Spracue. Captain Robbins. 

Senator ELnenper. Captain Robbins, I would like to ask you this 
question: How can you, as a good American, justify $12 million for 
logistics in Korea ? 

Captain Rorprns. I think we had better understand what that $12 
million represents, Senator Ellender. That $12 million is part of the 
requirement for such support activities in Korea which we have identi- 
fied as being a requirement which would flow into the logistics support 
of these other nations that are there with us under the U. N. command. 

However, there are agreements or understandings with most of the 
nations that have participated in the U. N. command whereby they 
will eventually reimburse this country for their local costs in Korea. 
Negotiations with respect to reimbursement are undertaken by the 
Department of State. 

Senator EL.tenper. Is this an agreement? 

Captain Rossrns. Yes, sir. 

Senator ELtenper. How much are we collecting from those same 
people to help us maintain our own forces ? 

Captain Rogsrns. We in the Department of Defense are not collect- 
ing anything. The Department of State has collected from some coun- 
tries already and is negotiating arrangements for reimbursement with 
others. 

Senator ELLenper. But we contribute $12 million through the U. N. 
for their support. 

Captain Roserns. No, sir. We are handling all of the logistics 
support problems of the U. N. command in Korea. It is much cheaper 
overall. If each individual country maintains a force in Korea and 
had to maintain its own logistics support pipeline for small forces as 
they have, the cost would be very, very prohibitive. 

Senator Eirenper. How much do they contribute ? 

Captain Rorsrns. A good number of the countries of the U. N. 
command contributed their share of the logistical support furnished 
to their forces in the past. Of the $12 million which we spend at 
the present time, some of it will be reimbursed. Most of it, however, 
will be furnished as grant aid to support Turkish and Thai forces. 

Senator Exrenper. Is that the entire amount that is spent ? 
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Captain Rogsrns. For the logistics support. 

Senator ExLenper. And you expect to get it back later ? 

Captain Rosrrns. Some of it. 

Senator Dworsuaxk. Are you using any counterpart funds? 

Captain Rossrns. No, sir; this is ‘within the United States logistics 
support system under the military- assistance program. 


BENEFICIARY COUNTRIES 


Senator ELLenper. What countries are the beneficiaries ? 

Captain Rossrns. Turkey is the widest beneficiary at present. 

Senator ELLenper. How many dothe Turks have? 

Captain Rogeins. The exact figure is classified but its about a 
brigade. 

Senator ELLenper. What other contingents ? 

Captain Ropeins. We have a Thailand company and other small 
units. 

Senator ELtenver. How much do the British have ? 

Captain Rosrins. The British at the present moment have a token 
force—— 

FORCES IN KOREA 


Mr. Spracur. The total of all forces there is classified. ‘Turkey 
has roughly a brigade with the British Commonwealth (the United 
Kingdom, Australia, Canada, and New Zealand). France, Ethiopia, 
and Greece having token forces. 

Senator Exienper. Besides our own divisions you have ———— 
soldiers from all other countries ? 

Mr. Spracur. From these other countries I mentioned. Korea has 
20 divisions. 

Senator ELtenper. What isthe entire cost ? 

Captain Roserns. The logistics support figure for U. N. forces is 
estimated at $12 million. 

Senator ELitenper. We are furnishing all of that and hope to col- 
lect it from the countries receiving the support ? 

Capt uin Rossins. Some of it. However, in the case of Turkish 
and Thai forces since fiscal year 1958 logistics al support is furnished 
on a grant basis under the military-assistance program. 













EXTENT OF REIMBURSEMENTS 














Senator Etitenpver. Do you have 
which collections have been made ? 
Captain Rogsrns. I do not have them here, sir. 
Senator ELitenper. Would you furnish them for the record ? 
Captain Rossins. That will be classified, however. 
Senator Eitenper. I do not see why it should be classified. 
(The information referred to was submitted to the committee.) 


any figures to show the extent to 





STATE DEPARTMENT POLICY 





Captain Rossins. That is not my decision. That is the decision of | 
the Department of State. 
Senator Exxenper. Are they ashamed to show it? | 
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Captain Roserns. They are not ashamed to show it but there are 
political decisions involved that would make it impolitic since it affects 
the conduct of foreign relations. 

Senator ExLLenper. In South Korea we are putting up all of the 
money to maintain our two divisions, and the ROK. The British have 
withdrawn everything except a token force, the Turks have about 

men, and the rest have token forces and, we also advance the 
cash to provide support for the token forces. Is that correct? 

Captain Rogsrns. That is correct. 

Senator ELLenper. And then we may or may not get it back. 

Captain Rossins We are not providing them with cash. 

Senator ELLEenper. I do not see how you men can stand for that. 

Captain Rogsprns. Would you prefer that we not have U. N. rep- 
resentation in Korea ? 

Senator ELtenver. I certainly do. I would put them all out, unless 
they are willing to pay for their share. If you let them lean on you, 
they will doit. I have been over there many times and I know exactly 
what happens. 

Mr. Chairman, I have many other questions but I will defer them 
for a future meeting. 

Chairman Haypen. The committee will stand adjourned. 

We thank you for your appearance. 

(Whereupon, at 12:35 p. m., Friday, July 11, 1958, the hearing was 
recessed to reconvene at 10:30 a. m., Monday, July 14, 1958.) 
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MONDAY, JULY 14, 1958 


Untrep Srares SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The committee met at 10:30 a. m., pursuant to recess, in room F-37, 
the Capitol, Hon. Carl Hayden (chairman of the committee) pre- 
siding. 

Present: Chairman Hayden, Senators Ellender, Saltonstall, Young, 
Thye, Dworshak, and Dirksen. 


MUTUAL SECURITY PROGRAM 
Europe 
DEPARTMENT OF STATE 


STATEMENT OF FREDERICK W. JANDREY, DEPUTY ASSISTANT 
SECRETARY OF STATE FOR EUROPEAN AFFAIRS; ACCOMPANIED 
BY ROBERT G. BARNES, SPECIAL ASSISTANT FOR MUTUAL SECU- 
RITY COORDINATION; AND PHILIP AXELROD, INTERNATIONAL 
RELATIONS OFFICER, OFFICE OF EUROPEAN REGIONAL AFFAIRS 


INTERNATIONAL COOPERATION ADMINISTRATION 


STATEMENT OF STUART H. VanDYKE, REGIONAL DIRECTOR, OFFICE 
OF AFRICAN AND EUROPEAN OPERATIONS; ACCOMPANIED BY 
LEONARD J. SACCIO, GENERAL COUNSEL; J. E. MURPHY, CON- 
TROLLER; AND WILLARD 0. BROWN, ACTING PROGRAM OFFICER, 
OFFICE OF AFRICAN AND EUROPEAN OPERATIONS 


DEPARTMENT OF DEFENSE 


BRIG. GEN. JOHN S. GUTHRIE, USA, DIRECTOR, EUROPEAN REGION; 
COL. JOE M. WHITFIELD, DEFENSE COORDINATOR FOR MILI- 
TARY ASSISTANCE PROGRAM, CONGRESSIONAL PRESENTATIONS; 
MARKLEY SHAW, COMPTROLLER, INTERNATIONAL SECURITY 
AFFAIRS; AND JOHN L. HOLCOMBE, DIRECTOR, OFFICE OF PRO- 
GRAMING AND CONTROL (ISA) 


GENERAL STATEMENT 


Chairman Haypven. The committee will be in order. 
Mr. Jandrey, you have a comparatively short statement. I think 
probably the best way to proceed, particularly in view of the fact that 
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other members have not arrived yet, will be for you to read your 
statement. 

Mr. Janprey. Thank you. 

Senator Dirksen. You are limiting your remarks entirely to Eu- 
rope, Mr. Jandrey? 

Mr. Janprey. Yes. 

I am glad to have this opportunity to appear before you today to 
testify on the proposed fiscal year 1959 mutual security program for 
Europe in support of the executive branch request for the full ap- 
propriation of the authorized funds. 

While the committee is primarily considering defense support and 
special assistance this morning, I would like to mention first the mili- 
tary assistance program, which is fundamental to our objectives in 
Europe. 


MILITARY ASSISTANCE PROGRAM 






We consider the military assistance program proposed for our Eu- 
ropean allies to be the most practical and effective way of maximizing 
the total defense of the North Atlantic area, which is so important to 
the security of the free world. 

It is not charity, nor is it a giveaway. 

Indeed, all the evidence shows that it is a far less costly, as well 
as a more desirable, means of protecting ourselves than attempting 
to go it alone. 

At the present time our European allies are making a substantial 
contribution in relation to their capabilities, to the total defensive 
power of the Western World. 


EXPENDITURES OF EUROPEAN NATO COUNTRIES 


In 1958 the defense expenditures of the European NATO coun- 
tries reached a postwar high of an estimated $13 billion, or the equiva- 
lent of $10 of European defense funds for every dollar of American 
assistance provided. 

Senator ExLLenperR. Can you give us a breakdown of that? How 
much of it is for pensions and things of that nature and how much 
for military supplies and equipment ? 

Mr. Janprey. I think I could provide a breakdown, Senator. 

Senator Ettenper. I wish you would because we have some infor- 
mation that a good deal of that was to pay for pensions and things 
of that kind. 

I wish you would give us a breakdown of that. 

Mr. Janprey. All right. 

Senator Dirksen. Senator Ellender, I think you are entitled to 
get a little more detailed comment now. Do you not have some de- 
tailed comment on that ? 

Mr. Janprey. This figure of $13 billion and the 10 was taken di- 
rectly from the European basic data in the bluebook, which was an 
overall figure here of defense expenditures and your United States 
military assistance. 

But in the actual breakdown of it, I think I would have to pro- 
vide that for you. 

Senator Dirksen. Do you not have categories, for instance, aircraft, 
vessels, whatever classification ? 
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Mr. Janprey. This could be provided. I have it only in the overall 
and broad figure here. 

Senator E.itenper. Who prepares the book to which you have 
referred ? 

Mr. Janprey. I think this is jointly prepared by everyone having 
any concern with this. 

Senator Errenper. You mean Americans? 

Mr. Janprey. ICA and State. 

Senator Erienpe>. Thev ought to have all of the details and I think 
this committee should have it. 

You have been saying richt along that they put up $5 to onr $1. I 
have been trying to find ont what this four or five dollars consists of. 

T think we are entitled to know what those figures are. 

Mr. Jannrey. All right, we will break it down for you. 

(The information requested being classified, was furnished to the 
committee. ) 

MISSILES AND AIRCRAFT FOR EUROPE 


Nevertheless, our Euronean allies continue to need our heln. as we 
continue to need theirs. For example, unless our Eurorean allies ob- 
tain stich items as missiles and aireraft which they cannot produce for 
themselves or cannot buy from us without sacrificing their ability to 
meet other important defense requirements, they have little nrosnect 
of deve loping modern forces which are effective in this type of defense 
on which NATO plans rest. 

American aid inthe amounts reqie sted can thus make the difference 
between ineffective allied defense forces and forces which constitute 
a valu: ib le component of the free world’s defensive streneth. 

\meriecan assistance also affects the willingness of our allies t ) con- 
tinne their aleaa efforts. Such willingness depends on the convic- 
tion that sacrifices for western defense represent a meaningful contri- 
bution. And sacrifices are being made by European countries to sus- 
tain their defense efforts. 


AVERAGE PER CAPITA INCOME IN EUROPE 


Despite the remarkable degree of economic recovery in Europe 
since the Marshall plan, European economic resources are still far be- 
low those of the United States. Average per capita real income in 
Europe is even now about half that inthe United States. 


EUROPEAN INCOME TAXES 


The average European pays a higher percentage of his much lower 
income in taxes than the average American. 

Senator Exrtenper. Can you give us a breakdown of that by coun- 
try? 

‘Mr. Janvrey. I have some figures that I could give you on that. 

Senator Eiuenper. I would like to know the extent to which taxes 
are collected in France and in Italy. 

I know that excise taxes are paid by the poorer people as are sales 
taxes in this country, that you cannot escape. But in the income tax 
area, people who are able to pay, do not pay the taxes we pay. 

Will you provide that for us? 
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Mr. Janprey. All right, we will. 

Senator Eiienper. Mr. Chairman, I hope that it is provided be- 
fore this bill goes to the Senate because that is important. I have 
been contending all along that if those people paid their taxes in the 
same proportion as we do in America that they would not need the 
assistance that is now being requested. 

I would like to get some evidence to show that they are paying 
those taxes. You say they are; now you must prove it. 

Mr. Janprey. All right, we will submit something for you. 

I have a study that was made by the ICA Office of Statistics and 
Reports on the estimates of the total tax receipts of all levels of gov- 
ernment running through the various countries that we propose to 
give assistance to in Europe. 

I will mention just offhand in the case of France, for instance, that 
the taxes represent 34 percent of the gross national product. 

In our own case, it represents about 25.8 percent of our gross na- 
tional product. To cite just one other at random the Netherlands, 
32.7 percent of gross national product. 

Senator Ex:tenper. That is primarily excise taxes and customs 
duties. 

Mr. JANprREY. This includes their entire tax burden. 

Senator Extenper. I understand that. But what about income 
taxes? Give usa breakdown on the income taxes paid. 

Mr. Janprey. I am not certain in just what detail this can be broken 
down, but I will make an effort to get for you immediately the break- 
down that we have. 


GROSS NATIONAL PRODUCT AS YARDSTICK 


Senator ExLtenper. Can you use any other yardstick than gross 
national product? 

You said that ours is 25.8 percent and that theirs is how much? 

Mr. JANpDREY. In the case of France, it is 34. 

Senator ELtenper. When you consider the differences in the stand- 
ard of living, I do not think the comparison is a true one. It does 
not reflect true conditions by any means. 

Mr. Janprey. Let us provide what we can for you on this point. 

Senator Extenper. All right, please do that. 

Mr. JANpreEyY. I will see what we can get. 

Senator Extenver. If you do not have the breakdown, then it 
should not be mentioned to the committee. 

Mr. Janprey. All right, sir. 

(The information referred to appears on p. 523.) 


ECONOMIC PROGRAMS 


Mr. Janprey. Nevertheless, the defense expenditures of European 
NATO countries, taken as a whole, have risen steadily during the last 
3 years. 

dee the circumstances, I believe that, by and large, our European 
allies are doing a very creditable job. 

Turning to our economic programs, the committee is, of course, 
aware that, aside from a small technical exchange program, economic 
assistance has been terminated for all NATO countries of West 
Europe. 
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PROGRAM IN SPAIN 


Defense eeert and a small technical cooperation program are 
proposed for _ again this year. 

e essential purpose of the defense support program is to assist 
Spain to make a contribution to the common defense through par- 
ticipation in the joint base program and support of a more effective 
military establishment. 

We do not, of course, expect the defense support program to cure 
all of Spain’s economic ills, but we hope that it will continue to help in 
controlling inflationary pressures and in reducing the foreign ex- 
change gap. 

The amount requested has been kept within the limits set by the 
essential purpose of the program and by consideration of defense 
— as only one part of a broader program for Spain, to include 
sales under Public Law 480 as well as the possibility of loans from 
the Development Loan Fund. 

Senator SarronstTatt. May I ask a question, Mr. Chairman? 

Chairman Haypven. Certainly. 


BASIS OF DEFENSE SUPPORT PROGRAM IN SPAIN 


Senator SauronsTatt. The Spain defense support program is on a 
different basis, as I understand it, from any other program; is that not 
correct ? 

Mr. Janprey. It has as its purpose certainly to maintain our base 
program there. 

Senator Satronstatu. That is in broad language, but how the 


money is to be spent for defense support purposes is different in Spain 
than anywhere else; is that not correct? 


USE OF COUNTERPART FUNDS 


Mr. VanDyxe. You are referring to the use of counterpart? 

Senator SatronsTaLL. That is correct. 

Mr. VanDyxe. We have had in the past a special arrangement with 
the Spanish Government under which the United States had access to 
peseta counterpart. 

Senator SatronsTatu. For building purposes that was helpful to 
the bases ? 

Mr. VanDykxe. That is right. 

Senator SattonsTAL. I also understood there was beginning to be 
some resistance to that by the Spanish Government; is that correct? 


AMENDMENT OF ARRANGEMENT WITH SPANISH GOVERNMENT 


Mr. VanDyke. There has been for some time a proposal before us 
from the Spanish Government to amend this arrangement. During 
the past year, the fiscal year 1958, it became apparent to us that 
there would be in the special account enough pesetas to complete the 
base construction program. 

Therefore, at the request of the Spanish Government, we undertook 
to amend the arrangement. Now Spain is on the same basis as other 
countries, beginning with the fiscal year 1959. 

Senator SarronstTatu. That isa completed fact, then ? 






















































































































































190 


Mr. VanDyxe. Yes. 
Senator Sauronsraty. So from our point of view on the bases and 
military assistance to Spain and the military assistance to us through 
those bases, that will not be injured in any way by this new agree- 
ment ? 

Mr. VanDyxe. No, sir. The pesetas available to the United States 
Government through fiscal year 1958 are adequate to cover the local 
costs of the bases. 

Senator Satronstai. Does that mean that you have to continue 
the same defense assistance to Spain that we have in the past? Can 
that come down any if it is not to be used for these purposes? 

Mr. VanDyxe. The basic rationale, if I might continue, for the 
Spanish program has not been to generate pesetas to build United 
States bases; it has been to provide balance of payments support 
to Spain which would permit a level of economic activity under which 
our bases would continue in successful operation. 

Senator SautronstaLu. That is correct; but that money, as I under- 
stand it, we have been permitted to designate where those counter- 
part funds are to go toa great degree, have we not ? 

Mr. VanDyke. Sixty percent of the counterpart funds have ac- 
crued to this special account. 

Senator SaLTonsTaLy. Sixty percent ? 

Mr. VanDyke. Yes. 

Senator Satronstatu. Now that is eliminated ? 

Mr. VanDyke. Yes. 

Senator Sarronsrati. So that, in the future, Spain from a defense 
assistance standpoint is on the same basis as every other country, 
Am I correct in saying that they designate what they want to use 
that money for and we have to assent ? 

Mr. VanDyxe. That is correct. Beginning in fiscal year 1959, the 
counterpart will be deposited 10 percent to United States account 
and 90 percent to Spanish account. 

The Spanish Government will propose spending programs and we 
will have the authority to approve or disapprove such spending 
proerams, for their 90 percent. This is the same arrangement that 
we have wit h other count ries. 

Senator Sauronstatt. How much defense support is going into 
Spain in 1959 ? 

(TDiscussion off the record.) 

Senator SautonsTALL. Last year it was $55 million ? 

Mr. VanDyke. Yes, sir. 

Senator SattonstauL. Thank you. 
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COMPLETION OF 





SPANISH BASES 


Chairman Haypen. How near are we to completion of the bases? 
Mr. Janprey. Some of the bases are operational now. I would 
say that they are substantially completed now. 

Senator SattonsTa.u. I would assume that completion of the bases 
would cause a change in the situation. 

Mr. Janprey. That is right. I think Mr, VanDyke has explained 
the 60 percent were used until the bases were completed or, rather, 
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with the accumulation we can see that they will not require that 
amount of pesetas. 

Senator ELLenper. But that amount is small compared to what 
we spent to erect those bases. 

Mr. JANDREY. Yes. 


PERCENTAGE OF OOST OF BASES MET WITH COUNTERPART FUNDS 


Senator ELLenpEerR. Very small. What percentage is it of the cost 
of the base? 

Mr. VanDyxe. The total cost of the bases has been roughly on the 
order of $400 million, of which $140 million will be met through the 

setas which have accrued under the defense support program, 

The balance is appropriated funds. 


CONSTRUCTION OF RAILROADS IN SPAIN 


Senator Ettenper. What about the railroads? As I understood we 
were to use some of these pesetas to build some railroads to expedite 
the transportation of goods from the coast. Are you going to abandon 
that project? 

Mr. VanDyxe. No, some of the 90 percent Spanish counterpart 
could now be used for rehabilitating and rebuilding Spanish railroads. 

Senator ExLtenper. But it will be at the request of the Spanish 
Government, if they make the request for it? 

Mr. VanDyxe. They take the initiative in making the request. 

Senator ELLeENpER. How much money have you spent up to now on 
the railroad reconstruction program ? 


TOTAL COST OF RAILROAD PROGRAM 


Mr. VanDyxe. I could not give you the counterpart figure off hand. 
We have put about $30 million in dollars into the railroad reconstruc- 
tion program. 

Senator ELtenper. Was that a part of the 60 percent ? 

Mr. VanDyxe. We have not used any of the 60 percent counterpart 
for the rehabilitation of the Spanish railroad. We have used some of 
the 30 percent pesetas, which is the Spanish portion under the old ar- 
rangement. 

I can get you the exact figure. 

(The information requested follows :) 


ASSISTANCE TO THE RAILWAY SYSTEM 


ICA’s assistance to the Spanish railway system has been both in dollars 
from regular defense support appropriations and in local currency counterpart, 
the latter specifically from the 30 percent portion which under the old agree- 
ment was set aside for Spanish economic uses. Counterpart releases have 
amounted to the equivalent of about $25 million, and have served to cover the 
costs of labor and locally available supplies for the Spanish railway improve- 
ment program. 


Senator Ettenper. Are the $140 million only 60 percent of what 
we furnished, outside of the cash we spent to erect these bases? 

Mr. VanDyxe. The $140 million worth of pesetas has arisen under 
the 60 percent counterpart arrangement. 
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GENERATION OF COUNTERPART FUNDS 


Senator ELLtenper. How was that generated? 

Mr. VanDyke. Under this program United States dollar-financed 
goods are furnished to Spain and Spanish importers deposit into a 
special account the peseta equivalent of those dollars. 

Senator ELLenper. Sixty percent of those pesetas were used to erect 
these bases. 

Mr. VanDyxe. They reduced the dollar cost of the bases. 

Senator ELttenper. What became of the rest of it? 

Mr. VanDyxe. Thirty percent has gone into Spanish account and 
has been used for various projects such as rehabilitation of the Span- 
ish railways, the construction of feeder roads for bases, and so on. 

Another 10 percent has been set aside for United States adminis- 
trative uses. 

We have had three segments of counterpart: 60 percent, 10 percent, 
both of which segments are for United States account, and 30 per- 
cent which has been for Spanish account. 


TOTAL FUNDS FOR MILITARY ASSISTANCE 


Senator Exienper. I notice here that the total military assistance 
for 1958 is ———-. This year it is ———-.. That is correct, is it not? 

Mr. JANDREY. ——— in 1958. 

Senator E.LLenper. For this year it 1s ————? 

Mr. JaNprey. That is right. 

Senator SavronstaLtt. Would the Senator yield for a question 
there? 

Senator ELtenper. Yes. 

Senator SauronstaLL. Following up what Senator Ellender said, 
there is one base you started to go ahead on and you pulled back on, 
That is outside of Madrid. I forget the name of the base. It was 
to be a logistics base. Then you determined to keep the logistics center 
in Madrid where it is. 

Mr. Janprey. Perhaps General Guthrie could answer that. 

General Gurnrte. I believe it is Torrejon, sir. 


TORREJON AIRBASE—SPAIN 


Senator SaLronstauu. Is that base outside of Madrid, or outside of 
Seville? 

General G UTHRIE. It is outside of Madrid. . 

Senator SatronstaLu. The problem was that you were going to 
make that y your logistics base ? 


General Gururtr. That is correct. 


Senator SauronsraLL. Am I correct in saying that approximately 
$10 million is going into that base ¢ 


General Gururtie. That is correct. 


BASE CONSTRUCTION FUNDING 


Mr. VanDyke. I think to answer the Senator’s question, we ought 
to say that none of the funds appropriated under the mutual sec urity 
program go to pay for the cost of the bases directly as dollars. Only 
through an indirect channel by generating pesetas do any of the funds 
arising from this appropriation affect the base construction program. 
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In other words, the dollar cost of the bases are met from other mili- 
tary funds. as 

Senator Satronstatu. Not from military assistance ¢ 

General Guturir. No, sir. 

Senator Extenper. No, we furnish mostly cash. 


TORREJON AIRBASE 


As I recall, there was a base just outside of Madrid which was used 
by the Spanish Government to train its own airmen. Now, that base 
has been completed for some time. 

General Guruete. Yes. 

Senator EtLenper. What is the name of that one? 

General Gururtm. Torrejon. 

Senator Eiuenper. Is there one near Madrid other than that one? 

General Gururre. Yes, sir, Getafe, however, it is a Spanish Air 
Force base and not one of the United States Spanish bases. 

Senator ELitenper. Now, General, have the bases been completed ? 

General Gurnrie. All of the bases are operational and all are sub- 
stantially complete now, sir. 


ZARAGOZA BASE 


Senator ELLenper. There was a base near Barcelona—— 

Mr. VanDyxe. Zaragoza. 

Senator ELLENpER. What is the situation there / 

Mr. VanDyxe. All of them are operational. 

Senator E_tenper. There were four all total? 

Mr. VanDyxe. There are four airbases. 

Senator Ex.tenper. I visited all of them when I was in Spain. 
Zaragoza had not yet been started. 

We were talking about military assistance when we digressed for : 
moment on the subject of the Spanish bases. I have noted that mili- 
tary assistance has been ————. Economic assistance has been 
from $54,570,000 to : 

Mr. JaNprEY. That is the total figure, —. 

Mr. VanDyxe. That is our program figure for fiscal year 1959. 





TOTAL PROGRAMS IN SPAIN 


Senator Exienper. In addition to that, you also have defense 
support of ———. 

_ Mr. VanDyxe. Those figures are not additive. The ——— dollars 
ls a part of ———. 

Mr. Janprey. It is a small technical assistance program. 

Mr. VanDyxe. The total economic assistance program proposed 
is ———- and consists of two segments. ———— defense support pro- 
gram and $1.1 million technical cooperation program. 

In addition to that economic assistance there is also military assist- 
ance. : 

Senator Exinenper. So that your total economic assistance which 
includes defense support, is ' 

Mr. VanDyke. That is correct. 

Senator Errenper. And that $1.1 million is for technical coopera- 
tion ? 
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Mr. VanDyke. Yes, sir. 

Senator Ex.enper. I am glad you have made that clear. 

Now, in answer to a question by Senator Saltonstall how much of the 
funds now on hand in Spain that were generated from prior programs 
will still be used on a 60-30 basis rather than the 90-10 basis as has 
been proposed for the future ? 


EXPENDITURE OF COUNTERPART FUNDS 


Mr. VanDyxe. All of the counterpart which will accrue under all 
economic assistance programs prior to the beginning of fiscal year 
1959 will be dispersed under the 60-30 ratio. 

Senator ExLenper. Can you give us the amount you have on hand 
now in round figures ? 

Mr. VanDyke. I don’t have the figure with me, Senator. 

Senator ELLeNpER. Suppose you supply it for the record. 

When you do, give us an idea of how those funds will be used ? 

Mr. VanDyxe. Of course, we must have some discussions with the 
Spanish Government before we know what they intend to propose. 

Senator Ex.enper. I understand that. But the intention, as you 
know, of the original agreement on the 60-30 basis was to permit us to 
use the funds to develop facilities that would assist us militarily, 
That was the reason for improving Spain’s transportation and com- 
munication systems. 

Now, will that policy continue for the funds remaining on hand? 

Mr. VanDyke. It is difficult to say. As you say, under the original 
agreement with Spain 

Senator Extxtenper. I do not mean the 90-10 basis. I am talking 
about the old agreement on the 60-30 basis. 

Mr. VanDyke. Yes, sir. Under the original agreements whereby 
the Spanish Government got 30 percent of all counterpart, they were 
obliged to use that for transportation, defense production, and com- 
munications. No such limitation has been placed on the new arrange 
ment. 

Senator Eixenper. I understand that. The question I asked was 
about the funds on hand. You must have a considerable amount on 
hand. 

Mr. VanDysxe. I see your point. That will be governed by the old 
agreement. 

STATUS REPORT OF COUNTERPART FUNDS 


Senator Eitenper Will you furnish for the record the amount of 
funds on hand ? 


Mr. VanDyke. Yes, sir; we will give you a status report on that 
account. 


Senator Eiitenper. Thank you. 
(The information requested follows :) 


BALANCE IN Sixty Percent Account 


As of March 31, 1958, a total of $26.3 million was on deposit in the Fondo de 
Construccion, the special 60 percent account earmarked for base construction 
As of June 30, 1958, there remained in the dollar pipeline a total of $55.7 million, 
60 percent of which (the equivalent of $33.4 million) under the old agreement will 
eontinue to be deposited into the Fondo de Construccion. There remains thus 


available for local base construction costs after June 30, 1958, the equivalent of 
about $60 million in pesetas. 
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TECHNICAL ASSISTANCE PROGRAM IN AUSTRIA 


Senator Dirxsen. Mr. Jandrey and Mr. VanDyke, before you go 
down the list too far, let us start at the top of the list for a moment 
and get a few figures buttoned up. 

There is no economic assistance for Austria ? 

Mr. VanDyxe. There is proposed a small technical assistance pro- 

ram. 

Senator Dirksen. Not in here? 

Mr. VanDyxe. It is under the heading of the European technical 
exchange, Senator. That covers three small country programs which 
will continue into 1959 : France, Italy, and Austria. 

Each of them is in the neighborhood of a quarter of a million 
dollars a piece. 

Senator Exxenper. As a matter of fact, Austria has not received 
economic assistance since 1953 ¢ 

Mr. VanDyke. Yes, sir. 

Senator E.tenver. It ceased because in 1953 they had almost $5 
billion of their currencies in the counterpart fund that they could not 
use. I pointed out that fact in my report which gathered dust in the 
committee vault. 

Senator Dmrxsen. There is no economic assistance there ? 

Mr. VanDyke. No. 

Senator Eiienper. You could not justify it? 

Mr. VanDyxe. They are now in a very favorable economic position. 

Senator Etitenper. Of course they are. They could help us. 

Senator Dirksen. You are not testifying on any further economic 
aid to Austria ? 

Mr. VanDyxe. No. 

Senator Dirksen. The same thing is true of Belgium and Luxem- 
bourg. 

Mr. VanDyxe. There is no economic assistance programed for 
either Luxembourg or Belgium. 

Senator Dirksen. No other programs on this revised sheet ? 

Mr. VanDyke. Nothing. 

Senator Dirksen. What about Denmark? 

Mr. VanDyxe. There is no economic assistance programed for 
Denmark. 

Senator Dirksen. When we speak of economic assistance you are 
including everything, such as assistance in maintaining their budgets, 
if that has been done ? 

Mr. VanDyke. Yes, sir. 

Senator Dirksen. Because that question was raised. 

Mr. VanDyke. Yes, sir. 

Senator Drrxsen. So you are including everything not military 
when you say in assistance ? 

Mr. VanDyxer. There is no nonmilitary assistance programed. 

Senator Eirtenper. Don’t you have offshore procurement in some of 
those countries? 

Mr. VanDyxr. I would refer that to the Defense Department. 

Incidentally, General Guthrie is here and he will be prepared to 
comment on that. 

Senator Drrxsen. There is no economic assistance to France? 
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Mr. VanDyxe. Except for the smal] labor technical exchange pro- 
gram of about $200,000. 

(Discussion off the record.) 

Senator Dirksen. What about the Netherlands? 

Mr. VanDyke. There is no economic assistance program. 

Senator Dirksen. No loans of any kind? 

Mr. VanDyzge. No. sir. 

Senator Dirksen. What about Norway ? 

Mr. VanDyxe. The same applies to Norway. 

Senator Dirksen. What about Portugal? 

Mr. VanDyke. None programed. 


NATURE OF ECONOMIC ASSISTANCE TO SPAIN 


Senator Dirxsen. Generally speaking, what is the nature of this 
economic assistance to Spain ? 

Mr. VanDyxr. The fund proposed for Spain will be used to buy 
‘aw materials, machinery, and equipment, as well as United States 
surplus agricultural commodities which will shore up the economic 
position of Spain. 


VALUE OF AGRICULTURAL PRODUCTS SENT TO SPAIN 





Senator Tuyr. Mr. Chairman. at that point, if the Senator will 
vield, as long as there has heen reference to the agricultural products, 
have vou fieures of recent date as to the amount of agricultural prod- 
ucts that have gone in as direct barter or payment to Spain for the 
cost of our hase or defense installations there ? 

Mr. VanDyke. Yes, sir. 

Senator Ture. I beg your pardon, Senator Dirksen, for the inter- 
ruption, but as long as it was mentioned I think the report would be 
more understandable if we had a detailed exnlanation of what has gone 
in becanse in Snain vou have used a great deal of agricultural surplus 
in payment for those base installations over there? 

Mr. VanDyke. Yes, sir; we have two programs under which sur- 
plus agricultural commodities go to Spain—Public Law 480, as well 
as section 40? of the Mutual Security Act. 

Under Public Law 480 a total of roughly $300 million worth of sur- 
plus commodities has been sold to Spain through fiscal year 1958. 

Senator Ture. $200 million ? 

Mr. VanDyxe. Yes, sir. Just slightly under that, $285 million. 
Under the mutual security program—— 

Senator Ture. That is section 402? 

Mr. VanDykxr. Yes, sir. In fiscal year 1957, we handled $1814 
million worth of surplus commodities under section 402 in fiscal year 
1958. $27.8 million worth of surplus commodities. 

We anticipate in fiscal year 1959 if th's appropriation is approved, 

worth of surplus commodities under section 402. 

Senator Tryrr. So that that ———— and these other 2-year items will 
be a plus to the $300 million which has gone in to date? 

Mr. VanDyxke. Yes, sir. 

Senator Tuyr. So you will have roughly some ——— dollars ap- 
proximately ? 

Mr. VanDyxe. It is even greater than that because I am not able 
to go back beyond 1957 for my figures from this book. 
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(The following information was later submitted :) 


Section 402 surplus agricultural commodities for Spain were $27.0 million in 
fiscal year 1956 and $55.8 million in fiscal year 1955. The total for fiscal years 
1955-58 is $129.1 million. 

Mr. VanDyke. During the early years of the program there were 
also substantial amounts of commodities moved under section 402 and 
other programs. 

PURCHASE OF SURPLUS COMMODITIES 


Senator ExLenper. Why do you give this committee the informa- 
tion that this economic aid will result in the sale of surplus commod- 
ities? How much of it will be used to buy surplus commodities outside 
of Public Law 480? 

Mr. VanDyxe. Under our legislation, section 402 requires us to 
spend a certain portion of this money for surplus agricultural com- 
modities. The Spanish Government has in the past taken substantial 
amounts of its defense support funds in these surplus agricultural 
commodities. 

Senator Exienper. But it is not necessarily surplus, they could 
purchase whatever they want ¢ 

Mr. VanDyxe. They are surplus on the surplus list. 

Senator Exienper. I know, but they do not have to be surplus; do 
they ? 

Mr. VanDyke. No, sir; they don’t all have to be surplus, but the fact 
is that they have been and we anticipate that they will continue to be. 

Senator Extenper. How much of the defense support funds will be 
used to purchase surplus commodities ¢ 

Mr. VanDyxe. If ——— dollars were to be available for the Span- 
ish program, we would estimate ———— dollars of it would be used 
for surplus agricultural commodities, vegetable oils, cotton, butter, 
eggs, and so on. 

Senator E.itenper. As I will repeat, those foods do not have to 
be surplus. 

Mr. VanDyke. If they are provided under section 402, they must 
be in surplus. They also buy items that are not under section 402, 
such as coking coal, and so on. 

But section 402 items are surplus items. 

Under section 402 of the Mutual Security Act we had to use in 
fiscal year 1958 at least $175 million worth of this money for surplus 
agricultural commodities on a worldwide basis. 


PURCHASE OF MATERIALS AND EQUIPMENT 


Senator Dirksen. Now, with respect to the materials and equip- 
ment that you referred to, are those in large part purchased here or 
are they free to go into the market and purchase elsewhere ? 

Mr. VanDyxe. We do give them the opportunity to buy world- 
wide, except for surplus agricultural commodities, but the record 
of the procurement in the past for this program as a whole has been 
that 75 percent of all the items supplied, military and nonmilitary, 
are bought in the United States. 

A large part of the Spanish procurement is from the United States. 

Senator Dirksen. Is the 75-percent figure taken as a whole for 
Spain ? 
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Mr. VanDyxe. I will have to supply that for the record, Senator. 
(The information referred to follows :) 


PURCHASES IN THE UNITED STATES 


In the first 9 months of fiscal year 1958 79 percent of the total expenditures 
for the Mutual Security Program in Spain (military and nonmilitary) was spent 
in the United States. 


PROGRAM IN YUGOSLAVIA 


Senator Dirxsen. Now, nothing for UK. Now, if you are goin 
to refer to Yugoslavia in your prepared report we might as wel 
get to your prepared statement first and make inquiry about that. 

Mr. Janprey. Some further economic aid in the form of special as- 
sistance and a small technical cooperation program is proposed for 
Yugoslavia, which is now engaged in a renewed struggle with the 
Kremlin. 

No grant of military assistance is planned, the entire grant mili- 
tary-assistance program having been terminated several months ago 
at Yugoslav initiative. 

We consider an economic-assistance program of the kind and level 
proposed as essential to implementation of our policy toward Yugo- 
slavia, which is based on helping that country maintain its inde- 
pendent status. 

The determination of the Yugoslavs to resist Soviet efforts to reas- 
sert domination over them has been clearly evidenced in a number of 
ways over the past several months. 

As the first Communist country to achieve independence of the 
U. S. S. R., Yugoslavia exercises an influence in Eastern Europe out 
of all proportion to its size. 

The basic consideration underlying our policy toward Yugoslavia 
is not whether we agree with that country’s political and economic 
philosophies, but whether we want it to be able to stay independent. 

Senator Dirxsen. Now, Mr. Jandrey, there is no military assistance 
in this program for fiscal 1959 for Yugoslavia. 

Mr. JaAnNprEY. That is right. 

Senator Dirksen. Does that include spare parts? 


PURCHASE 





OF SPARE PARTS BY YUGOSLAVIA 


Mr. Janprey. Yes. On the other hand, there is a likelihood that 
Yugoslavia will wish to purchase directly from us a certain number 
of spare parts for the equipment that we have already supplied under 
the military-assistance program. 

Senator Dirksen. Those she will buy ? 

Mr. JANprey. Those she will buy. 

Senator Dirksen. How many months ago is it since the military 
grant program was terminated to Yugoslavia ? 

Mr. Janprey. It was terminated, I believe, in December. Our 
MAAG unit was completely removed at the end of March. 

Senator Dirksen. You do not contemplate a program of military 
assistance for 1959? 

Mr. Janprey. That is right. 
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ECONOMIC ASSISTANCE TO YUGOSLAVIA 


Senator Dirksen. Now, you have a classified figure here for eco- 
nomic assistance and you have a modest amount for technical co- 
operation. 

Now, you may amplify your statement with respect to the so-called 
economic assistance. I notice in your bookkeeping you keep that in 
the economic-assistance column; it is not put in the defense-support 
column. 

Mr. Janprey. That is right. 

Senator Dirksen. Suppose you tell us what it is, within whatever 
limits of classification there are on it. 

(Discussion off the record.) 

Senator SauttonsTatu. Did I hear you say the word “steel” in there; 
steel ? 

Mr. Janprey. Road-building equipment, rubber and _ asbestos- 
processing machinery, railway and other equipment. 

Senator Sarronstatt. That is steel. 

Mr. JANpREY. Noraw steel. 

Senator SALronsTALL. It will be in the form of rails and that sort of 
thing? I mean it will be in specified materials fabricated here in the 
United States ? 

Mr. JANprEY. Yes. 

Senator Sauronstatu. I say that because, as Senator Dirksen is ob- 
viously bringing out, this will be a subject of very considerable debate. 
While I think it is all of a security nature here, we have to know that 
in great detail if you gentlemen are going to persist in wanting it. 


EQUIPMENT AND MACHINERY FOR YUGOSLAVIA 


Mr. VanDyke. Our present plan is that all of this will be in the 
form of finished equipment and machinery, nothing in the form of 
semifinished or raw products. 

Senator Dirksen. Nor cash ? 

Mr. VanDykge. Nor cash; no, sir. 

Senator Ettenver. That is equipment they will buy here. 

Senator Dirksen. Yes. That will be bought in the United States? 

Mr. VanDyke. Yes, in large part. 

Senator Satronstauy. That will set up counterpart funds? 

Mr. VanDyxe. Let me add it is not necessarily bought in the United 
States. Under the worldwide procurement policy there may be buy- 
ing elsewhere but most of the buying in fact takes place here. 

Senator Ettenper. How much of it would not be bought here? 

Mr. VanDyke. I could not tell until the bids are opened to see which 
are the most competitive. 

Senator Dirxsen. I asked a while ago whether this was on an open 
competitive bid basis or whether, since we got the money, we got the 
benefit of the fabrication jobs that go into it. The taxpayers made a 
great point of the locomotive equipment for India. They raised great 
cain about it. 


PURCHASE OF LOCOMOTIVE EQUIPMENT IN OTHER COUNTRIES 


Senator Ture. It would be very conceivable that we put up the 
money and that locomotive equipment might come out of Japan or it 
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could come out of Belgium or it could come out of Zurich, Switzer- 
land. That is one question I would like to have answered very clear] , 
whether it would come from this country or whether our dollars woul 
be channeled through to pay for the product that would come out of 
either one of those three centers which could very well furnish rail- 
road stock or railroad equipment. 

Senator Evtenver. I think it was made very plain a week ago that 
we furnish the cash and they buy wherever they can get the equip- 
ment, wherever they can get it cheaper. It does not necessarily have 
to be bought here. 

Senator Tyr. It would be very embarrassing to me, Mr. Chair- 
man, if I were to vote certain funds here and when the final transac- 
tion of the acceptance of bids would determine that either the suc- 
cessful bidder resided in Switzerland or resided in Belgium because 
both of those areas could furnish railroad equipment. 



















POLICY OF WORLDWIDE PROCUREMENT 






Mr. VanDyke. This is a policy which has been very carefully 
studied. It is somewhat outside my field since it concerns the entire 
agency rather than a single region. 

Senator Ture. But it is a policy adopted by the officials of the 
State Department and not a policy adopted by Congress, is it? Ad- 
ministratively we did not write into our reports as to what authority 
you might exercise once we had appropriated the funds. 

Mr. VanDyxe. Congress has not prohibited the worldwide pro- 
curement technique under which we operate. I would just like to 
point out 





CONDITION 





OF MINNESOTA IRON ORE INDUSTRY 




























Senator Tuyr. That might have been a satisfactory way of han- 
dling it when we were threatened with inflation but it is not a satis- 
factory way of handling it when I find the iron-ore movement out of 
Minnesota at a low and certain ore boats have not been called into 
service this spring because there is not a movement of ore. When I 
see unemployment on the range for lack of ore movement, I am not 
going to be very enthusiastic about voting money that is going to be 
used to increase the contracting ability or opportunities of a country, 
in either Switzerland or Belgium, or some of those places. 

That is why I think we should have some understanding here as to 
how you intend to channel those dollars once we authorize them. 

Mr. VanDyxe. Even if the dollars are spent in the first instance in 
a country other than the United States, they eventually come back 
here to buy Tinited States goods. 

Senator Tre. It has a long road and would be pretty badly worn 
before it got here. 

Mr. VanDvx«r. The dollar is legal tender only in this country. I 
think it would be going counter to a lone tradition of United States 
commercial policy if we adopted any different method than the one 


we have now. 
PURCHASES OF GOODS IN UNITED STATES 


Senator Errenver. A moment avo T stated that there was testimony 
hefore the committee last week to the effect that any country to whom 
we gave aid could buy wherever it desired. 
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That testimony was given in connection with the Development 
Loan Fund and does not necessarily apply to all economic assistance. 

As I understand, as a rule, grant economic assistance has for the 
most part been spent on goods purchased in the United States. 

Mr. VanDyxe. Yes. The percentage varies from year to year. 
Sometimes it has been as high as 90 percent spent directly in the 
United States in the first instance. 

As I indicated, the money must eventually flow back here. 


ECONOMIC ASSISTANCE TO YUGOSLAVIA 


Senator Dirksen. In addition to economic assistance, Yugoslavia is 
scheduled for special assistance. Is that correct? 

Mr. VanDyke. No,sir. The economic assistance—— 

Senator Dirksen. Has that been consolidated entirely in one col- 
umn here ? 

Mr. Murpuy. Yes, sir. This is the total of everything that goes to 
Yugoslavia. 

Senator ELtenper. What is to stop the President from giving more 
ifhe wanted? These programs are merely illustrative. 

Mr. Murrny. That is right. These are illustrative distributions 
here. If the circumstances warrant it, at a later point they could be 
revised. 

TERMINATION OF MILITARY ASSISTANCE TO YUGOSLAVIA 


Senator Dirksen. Now, Mr. VanDyke, in Mr. Jandrey’s prepared 
statement you carry the language: 

No grant military assistance is planned, the entire grant military assistance 
program having been terminated several months ago at Yugoslav initiative. 

Does that apply also to the unexpended funds that were on the shelf 
for military assistance to Yugoslavia that had been planned in times 
past ? 

Mr. VanDyxe. I would like to refer that question to General 
Guthrie. 

Senator Dirksen. General Guthrie, just to key the question, I have 
not looked up the total—maybe I can find it here—you will remember 
that we had funds earmarked for certain purposes, including spare 
parts, some claims, and so forth. Now, has that whole program been 
terminated ? 

General Gurnrte. It has; yes, sir. The manner in which it was 
done was that the equipment which was actually on ships and headed 
for Yugoslavia proper was permitted to continue and was unloaded. 
If it touched at intervening ports or if it was still in the country of 
origin or still in the United States, it was scratched from the program 
wherever it was. 

The final bit of business dealt with some small naval craft that were 
being manufactured in Yugoslavia under the offshore procurement 
program, a settlement of who owned what was decided upon, and the 
ships that were in the yard and impractical to move were left there, 
and Yugoslavia may or may not complete them as they see fit. 
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DELIVERY OF AIRPLANES TO YUGOSLAVIA 


Senator Dirksen. You will recall there was considerable feeling 


about airplanes to be sent to Yugoslavia last year and the year before, 
General Gururie. Yes, sir. 


Senator Dirksen. Does she still have those? 
General Gururte. She has those that were delivered at the time she 


made these requests. If they were undelivered they were not flown 
on in. 


SPARE PARTS FOR PLANES 


Senator Dirksen. What do you do about the spare parts for the 
planes? 

General Gururiz. They may buy spare parts for the airplanes if 
they so desire but we do not furnish them under grant aid. 


JET PLANES GIVEN YUGOSLAVIA 


Senator DworsHax. How many jet planes did we give Yugoslavia 
under that program ? 

General Gururie. The exact number is classified. 

Senator DworsHax. The rest of them were withheld ? 

General Guturie. The rest of them were withheld. 

Senator Dirksen. That gives us a country-by-country rundown in 
Europe so far as economic assistance is concerned. 


Mr. Sprague will give us other details on the military program? 
Mr. JaANnpreY. Yes. 


TERMINOLOGY 


Senator SALtonsTaLu. Just to make clear, at least to me—perhaps 
it is clear to everybody else—we have been talking about economic as- 
sistance all the way through here. Am I correct in saying that that 
means defense support, special assistance, technical cooperation, de- 


velopment assistance, but it does not mean the Development Loan 
Fund ? 


Mr. VanDyxke. That is correct. 

Senator SatronstaLtu. So when we use the broad words “economic 
assistance,” we are technically talking about one of these accounts 
which I have just mentioned, all of which are economic assistance as 
opposed to military assistance? 

Mr. VanDyxe. Exactly. 

Senator Dirxsen. But you have no special knowledge of the De- 
velopment Loan Fund, I take it? 

Mr. VanDyke. No, sir; that is a separate organizational unit. 


PROGRAMING USE OF ACCUMULATED YUGOSLAV CURRENCY 


Senator Exrenper. Are you able to tell us the extent to which the 
Yugoslavs have been able to make use of the vast amount of dinars 
that have accumulated over the years? 

As I recall, there were about $157 million of dinars on hand. 

Mr. Janprey. Just recently this is a problem of which we were 
very well aware, and over the past month or so, several months, real 
efforts have been made to program these dinars that were accumulat- 
ing at a very, very great rate. 
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I think that within the next few months this programing will have 
been completed and the allocations made and the obligations made. 
The details of that, I think Mr. VanDyke would know. 

Senator ELtenper. Mr. VanDyke, can you tell us about the dinar 
situation ? 

Mr. VanDyxe. The dinars are of three different types. There is 
counterpart. There are United States owned local currencies aris- 
ing under sales from section 402. And there are Public Law 480 
dinars. 

As of the 30th of June 1957, there were unobligated deposits of 
United States owned section 402 and section 550 dinars of about $40 
million. 

Of counterpart, there were uncommitted deposits on the same date 
of about $16 million and of Public Law 480, title I dinars, there were 
unobligated deposits of about $157 million. 

Senator Ettenver. All together then you have about $210 million 
tied up in all counterpart and special funds. 

Mr. VanDyke. Yes. There are now under negotiation with the 
Yugoslav Government agreements which would dispose of about $200 
million worth of dinars. 

Senator ELitenper. Have we agreed yet on the use to be made of 
these funds? 

AGREEMENT IN TERMS OF SECTORS 


Mr. VanDyxe. There is general agreement in terms of sectors. The 
largest part will go into industry, mining, and transport—‘5 percent. 
Another 10 or 15 percent into agriculture, another 10 percent in hous- 
ing, health, and education. 

Senator Ettenper. I know they were having quite a hassle as to 
how to use those funds. I am glad they have finally come to an agree- 
ment. 

You say that within the next few weeks that will be cleared up? 

Mr. VaNDyxe. We hope so. We are working very diligently on it. 

Senator Dmxsen. Mr. VanDyke, there is no surplus involved in 
Yugoslavia, is there ? 

Mr. VanDyxe. In the past we have sold to Yugoslavia substantial 
amounts of United States surplus commodities both under Public 
Law 480 and under section 402. 

During the past year, fiscal year 1958, we have financed about $5 
million worth of surplus under section 402 to Yugoslavia. 

Senator Ettenper. We have some Public Law 480 for fiscal year 
1959. How much does that amount to? 

Mr. VanDyrxe. We estimate that sales under Public Law 480 dur- 
ing the fiscal year 1959 will be somewhere in the neighborhood of 

. This figure is classified. 

Senator Dirksen. Public Law 480? 

Mr. VanDyxe. Yes. 

Senator Dirksen. That stand on a separate bottom ? 

Mr. VanDyke. It isa separate item. 


SUMMARY OF PROGRAMS 


Senator Dirksen. I was trying to summarize what we have here. 
No economic aid to Europe except Spain, Yugoslavia, only and 
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Berlin. The lower items, of course, are administrative items in part 

and your exchange item is actually an administrative item, is it not? 
Mr. VanDyxe. There are no commodities involved in that. 
( Discussion off the record.) 
Senator Dirksen. So your total economic aid for fiscal 1959 will 

be 57.9. 

What is involved in the Berlin item ? 

_ Mr. VanDyxe. That is largely surplus commodities sold to Western 
Germany with the sales proceeds used in Berlin for economic rehabili- 
tation. 

Chairman Haypen. I suggest that the witness read the Berlin state- 


ment. 
BERLIN PROGRAM 


Senator ELLenper. Before he goes to that, as I recall 3 years ago, 
we were contributing about $25 million to Berlin and that it was 
only a matter of time when prosperous West Germany would take 
over. How can you justify any more money to Berlin in view of the 
fact that West Germany is so prosperous ? 

Mr. JANprey. Germany has taken over a very large measure of the 
support there. 

I think part of the reason for this is because of the peculiar situation 
existing in Berlin itself where our contribution and our interest, the 
maintenance of it, is a matter of psychological importance to the Ber- 
liners and to the people of Western Germany. 

Senator Eiienper. To what extent will Germany assist, the British 
and the French with the maintainance of their soldiers in the zones 
there- Has that been settled ? 

Mr. JANDREY. You mean in Germany as a whole? 

Senator ELttenper. I mean in Berlin, the area occupied by France, 
by us, and by the British. 

Mr. Janprey. I do not know the figure for Berlin itself; no. 

Senator ExLtenprr. You say the justification for this $8 million is 
just psychological ? 

Mr. Janprey. I say that is certainly a very important factor in it. 

Chairman Haypen. I would like to have you read the Berlin state- 
ment in the record, please. 

Mr. Janprey. A fiscal year 1959 program of $8.2 million is pro- 
posed for assistance to Berlin, compared with $11.2 million appropri- 
ated for such assistance for fiscal year 1958. I am sure you appreci- 
ute the value of our Berlin program. 

To indicate its importance, I need only mention our responsibility 
as an occupying power under the Potsdam Four Power Agreements 
and the 1954 Convention on Relations with the Federal Republic of 
Germany: the continual Communist harassment of Berliners and al- 
lied personnel in that city since the blockade in 1948; Berlin’s geo- 
graphic isolation from the West: the dramatic contrast between the 
freedom and relatively high standards of living in West Berlin and 
the depressing conditions in surrounding Communist-controlled terri- 
torv: and the significance of the city for residents of East Germany 
resisting communism who look to Berlin as an avenue of freedom. 

Senator E.ienper. I made the point in the past that it would be 
so much better if the East Berliners knew that the West Berliners were 
doing that on their own. But as long as we have our fingers in the 
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pie, of course they will be able to say, “Well, yes, you are better off 
than we are but you are getting a good deal of it from the United 
States.” 

That is why I made the point 3 or 4 years ago that if you let Ger- 
many do it the people would be more satisfied. 


SUPPORT FOR BERLIN FROM WEST GERMANY 


Mr. Janprey. I do not have the figure, myself, but the major part 
of the support for Berlin is actually from West Germany. 

Senator ELLENpER. Yes,now. It has been changing. 

Mr. Janprey. It is very small. 
tribution that we are making. 

Senator Satronstauu. As I read this thing, Mr. Jandrey, this $8 
million is coming from the sale of surplus agricultural products 
entirely. 

Mr. JANpREY. Yes. 

Senator SatronstTaL.. That is going 
going to go forward on ———. 

(Discussion off the record. ) 


It is almost a microscopic con- 


into German money and is 


PURCHASES UNDER SECTION 402 


Senator Eirtenper. This is to be purchased under 402 / 

Mr. VanDyke. It largely will be under section 402. 

Senator ELtenper. But it is cash we have to put up for that purpose. 

Mr. VanDyxe. We put up the cash which buys the surplus agri- 
cultural commodities. 

Senator Evitenper. Certainly. It is not under Public Law 480 as 
some Senators around here may believe. It is actual cash that we 
must supply and not surplus commodities. 


BASIS OF BERLIN POLICY 


Senator SALronsra.L, It is true that Berlin is a bit different from 
the rest of West Germany because it is an island, and soon. ———— 

Mr. Janprey. That is right. I would say that this is actually tc 
show that we are not losing our interest in that area, we have not 
lost our interest in that area. 

Senator Savronstratyi. That is the reason why we have the separate 
Embassy building there and that is the reason why we keep our 
troops there; is it not? 

Mr. Janprey. Right. 

Senator DirksEN. Specifically, Mr. Jandrey, No. 1, are any of these 
funds used for the relief of refugees and escapees who come into 
Berlin strictly as a relief matter ¢ 

Mr. JaNnprey. No. 

Senator Dirksen. You do not have toamplify. You say “no,” 
that is good enough. 

Mr. Janprey. It has other objectives. 


LOANS TO SMALL BUSINESS IN BERLIN 


Senator Dirksen. No. 2, are any of these funds used to loan money 
to the establishment of small-business enterprises in Berlin? There 
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was a fund there at one time and, frankly, I have lost track of it, but 
does any of this money go into that fund? 

Mr. VanDysxe. A substantal part of the counterpart and sales pro- 
ceeds of prior programs have gone into that sort of program, Senator. 

Senator Dirksen. We are talkng now about 1959. 

(Discussion off the record.) 

Mr. VanDyke. I expect that the small loan program is probably 
amply financed from prior year funds which were made available 
previously and are now being repaid. 

Senator Dirxsen. It requires nothing out of the amount set down 
for fiscal 1959? 

Mr. VanDyxe. We do not now anticipate that any of this money 
will be for that purpose; no, sir. 


CULTURAL IMPACTS 


Senator Dirksen. When you speak about cultural impacts, and 
so forth, and conveying cultural forces to people, will some of this 
money be used to set up book stores and buy books or for motion- 
picture houses to get them in and show them films that are designed 
to have some impact on them? You ought to tell us a little more 
about this. I am just curious. I want to defend it when the time 
comes but I want a little ammunition with which to defend it. 

Mr. Janprey. I think that part of the program is a little difficult 
to discuss publicly. 

Senator Drr«sen. I cannot shoot at an opposing soldier with “diffi- 
cult.” I must have ammunition and a gun. 

Mr. VanDyke. Page 30 of the blue covered program book indi- 
cates the probable disposition of all the local currency which will 
be available during fiscal year 1959, including some to accrue from 
the 1959 dollars. 

There is normally a lag between the year in which the dollars are 
supplied and the year in which the local currency becomes available. 


BREAKDOWN OF BERLIN EXPENDITURES 


During fiscal year 1959 we expect to have available a total of $25 
million worth of deutschmarks. That $25 million will be divided, 
as indicated, a large part to go into education, another $2 million to go 
into health and sanitation, $314 million for housing reconstruction, 
another $2.3 million for community development, and then some indus- 
trial investment loans. 

Senator SattonstatL. What are those? 

Mr. VanDyxe. Those are to establish new industries and to expand 
existing industries in Berlin, for industrial development. 

(Discussion off the record. ) 


EXCHANGE RATE 


Senator Dirksen. What is the exchange rate with Deutschmarks? 
Mr. VanDyke. 4.2. 


Senator Dirksen. You have ——— in Deutschmarks set up for that * 


purpose. 
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Mr. VanDyxe. These figures are the dollar equivalent of the 
deutschmarks, the figures on page 30. 
Senator Dirxsen. I do not see them. 


STABILITY OF GERMAN CURRENOY 


Senator Ex.enver. Their currency is one of the most stable in Eu- 
rope, outside of Switzerland. 

Senator Youne. Mr. Chairman, may I ask a question ? 

Chairman Haypen. Senator Young. 


GERMAN LOANS TO OTHER COUNTRIES 


Senator Youn. I would like to ask this question. Is not Germany 
loaning money to almost every country in the world at the present 
time to develop their industrial potential and for other reasons? 

Mr. JAnprey. It certainly is loaning money; I would not say, to 
every country in the world. I think it is selective, but they have 
dohe it on the basis of credits of individual firms. 

Senator Satronstaty. They are making business loans? 

Mr. Janprey. There have been certain loans. 


NATIONAL DEBT OF WEST GERMANY 


Senator Youne. How much is the national debt of West Germany ? 
It is practically nothing; is it not? 


While you are looking that up, what I am trying to get at is this: 
We are taxing ourselves to the limit to carry on these programs and 


here we are taking over a load that rightfully belongs to West 
Germany. 

I am all for them building up but do we not ever come to a point 
where a prosperous nation can help us with this load? That is why 
this program does not make sense to me. I used to vote for this pro- 
gram but would have to vote against it now. 

Senator Dirksen. This isa revolving fund, is it not, so as they pay 
back this goes into the fund and this becomes a continuous loan oper- 
ation. Is it or is it not a revolving fund ? 

Senator ELtenper. You mean this little amount for reconstruc- 
tion ¢ 

INDUSTRIAL INVESTMENT LOANS 


Senator Dirksen. No, industrial investment loans. - ‘ 

Senator ExLienper. That has been established for about 6 or 7 
years, has it not? 

Mr. VanDyxke. There are currently reflows of about 30 or 40 mil- 
lion dollars worth of deutsche marks per year. 

a Dirksen. And we continue to make loans. The question 

: How long are we going to continue? I can see no particular 

aire for continuing - that even now unless there is a policy factor 
that I do not readily see. 

Mr. VanDyrke. It is largely for political impact. I think it must 
be resolved on that basis. 


Senator Dirksen. How angry or miffed do you think they would 
be if we just interdicted ? 


28282—58— 14 
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AMERICAN INTEREST IN PROBLEM OF BERLIN 


Mr. Janprey. I think from the standpoint of the government of 
Berlin, itself, that there is a recognition of the fact that our contri- 
bution is not monetarily large, that the program does not live or 
die by virtue of this, but I think there is a very great appreciation 
in Berlin itself, and by the government, of the fact that the United 
States does maintain its interest in this very special and very peculiar 
problem of West Berlin as an island in the middle of the whole Com- 
munist section. 

It is more in that area than I think in an actual absolute financial 
justification for expenditures. The expenditures have gone down, 

Senator E.itenper. In that connection, do you not think that the 
fact that we have our own soldiers there, who are maintained by us, 
in itself ought to be sufficient? We are having trouble now, we have 
heard that the British are going to withdraw unless Germany puts 
up the money. I do not know whether that has been settled or not 
but the fact that we are there, the fact that we are leaving our troops 
there, ought to be sufficient to meet the problem you have just been 
talking about. 

POTEMKIN FACADE IN EAST BERLIN 


Senator Dirksen. Maybe, Mr. Jandrey, there is a better reason 
than any one you have given us. We know, of course, that the Soviets 
built their Potemkin facade over in East Berlin known as Stalinalle, 
and I suppose they dumped in some Soviet funds, did they not, or did 
they sweat that all out of East Germany ? 

This may be our offsetting effort to Stalinalle. 

Senator E:tenper. Yes, Russian effort has only been put forth 
recently. 

We have been there quite a while and have done much to help the 
Germans. I believe the Germans would have more respect for us, and 
it would have a greater impact and more effect on East Germany, if 
they knew that the West Germans themselves were doing all of this. 

Mr. VanDyre. It is important to point out, Sen: tor, that of the 
funds that Berlin is getting from the outside, about $350 million per 
year does come from West ‘Germ: any as compared to this rather mar- 
ginal amount. 

Senator E.ttenper. Three years ago it was $25 million. You are 
now down to eight. You are gradually reducing it, but I think you 
would make a better showing if you could show that all of it came 
from West Germany. 


NATIONAL DEBT OF WEST GERMANY 


Senator Younc. The national debt of West Germans, I think, is 
pertinent to the whole question of how much aid we give in this area. 

Mr. VanDyxe. The domestic debt is $4,500,000,000 for 1958; the 
foreign debt is $1,900,000,000. 

Senator Ettenper. Any further questions ? 

Senator Dworsuak. Is that not offset by some credits, too; the debt 
would be reduced by the amount of outst: anding credits? 

Mr. VanDyxe. I just do not happen to have that figure, sir, but 
I assume there are some debts owed to Germany. 
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HOUSE REDUCTION 


Senator Satronstatu. The House bill appropriates $185 million for 
special assistance, a reduction of 9 percent from the $202 million au- 
thorized by Congress. Now, of that $185 million, we have been talk- 
ing about $10 million here in Ger many and elsewhere. If we could 
not get back the full amount, certainly, this German assistance is, 
presumably, under the present circumstances, the least needed or neces- 
sary of this special assistance that we have seen. Do you agree with 
that? This and, possibly, the Yugoslavia is the most difficult. 

Mr. VanDyxe. That is a judgment that will have to be made on a 
worldwide basis, of course, but, in the illustrative cut that was made 
in response to the House action, we did allocate a portion of the cut 
to the West Berlin program. 

Senator Dirksen. Do you contemplate a cutoff date for these pro- 
grams in West Berlin and, if so, when will it be? 

Mr. Janprey. I think that is studied on an annual basis. I do not 
know that we have in mind a complete cutoff for the following year. 
But, as you can see, the trend has been down. I would assume that, 
on an annual basis, we would want to decide what the impact would be 
of even a small program in Berlin. I would not want to say that we 
plan to cut it off this year or next year or the following year. But 
you can see that the trend is down. 


BERLIN PROJECTS 


Senator Dirksen. You have housing, educational project, housing 


reconstruction, children’s hospital, the hospital-cliniec project, the in- 
dustrial-investment, project, which is a revolving fund. Incidentally, 
do our people run that, or is it run by local people there ? 

Mr. VanDyxe. It is run primarily by the Berliners. There is an 
American observer who participates. 

Senator Dirksen. Then you have community-development recon- 
struction. I think you ought to think very seriously about cutting 
off projects of that kind before they begin to take on some doubtful 
justification. 

Senator ELLeNperR (presiding). Any further questions? 


TOTAL EMPLOYEES IN BERLIN 


Senator Ture. Yes. How many people are employed in Berlin? 
How many people are administering this program in Berlin ? 

Mr. VanDyxe. ICA has one man in Berlin. 

Senator Tuyr. Just one? 

Mr. VanDykr. Yes. He is attached to the State Department mis- 
sion there. 

Senator Ture. I notice it on page 26, and that is where I thought 
T got the information on the program. However, it did not give me 
the complete answer as to all the various programs that are being ad- 
ministered there. You say only one? 

Mr. VanDyxer. Only one United States-employed American em- 
ployee; yes, sir. There are consultants that go in and out. As indi- 
cated here, we are proposing two contract consultants for next year. 

Senator Tuyr. This person just observes, of course; he does not 
carry out the administrative function, because he would not have the 
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ability to carry out all the functions of that program? He is, more or 
less, an American observer ? 


USE OF STATE DEPARTMENT EMPLOYEES 


Mr. VanDyxe. A large part of the supervision of the program is 
in the hands of State Department personnel in Berlin. 

Senator Tuyr. Have you had an answer as to how many the State 
Department has in there administering this phase of the program? 

Mr. VanDyxe. I could give you that, based on figures that we have. 
T do not have with me the breakdown as to the exact number who are 
occupied with this problem. 

Senator Ture. That, I think, should be reflected in the report, be- 
cause then that would give us a better understanding of what was ad- 
ministratively charged up to this program, either under the State 
Department or under the technical assistance itself. 

Mr. VanDyke. It is rather hard to separate out. 

Senator ELLENpDER. Just give the Americans and the locals employed 
in handling the fund that we have made available to West Berlin. 
That is what Senator Thye is interested in. 

Mr. VanDyxe. Some of that work is being done in Bonn. I expect 
the best thing to do is to give you the total ICA employment in both 
Bonn and Berlin and, perhaps, the State Department total in Bonn 
and Berlin. 

Senator Ettenprer. You ought to be able to tell us how many man- 
hours are used to handle the funds made available to West Berlin. 

Mr. VanDyxke. We will make an effort to do that. 

(The information referred to follows :) 























PERSONNEL ENGAGED IN ICA ACTIVITIES IN GERMANY 


ICA, GERMANY 





United States nationals, ICA 


One full-time ICA industry industry officer is stationed in Berlin, attached 
to the State Department mission there. An ICA controller, two program officers, 
and a secretary are stationed at Bonn and work full time on ICA activities as 
part of the integrated staff of the Embassy. One of the program officers will 
be transferred during the first quarter of fiscal year 1959 and not replaced. 


Foreign nationals, ICA 
Of the 17 foreign nationals presently employed by ICA, which number is being 
reduced to 14, there are 5 stationed in Berlin and 12 in Bonn. 
STATE DEPARTMENT, GERMANY 


State Department officers who are engaged in ICA activities usually spend 
only a portion of their time on ICA activities and the balance on State Depart- 
ment functions. An estimate of the man-years involved in ICA functions per- 
formed by State officers in Germany is as follows: 


United States nationals, State: 
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Man-years, Berlin 


TECHNICAL EXCHANGE’ PROGRAMS 


Senator Ertenper. Are you through with your statement, sir? 
Mr. Janprey. I am on Berlin. 
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Senator ELLENDER. You may proceed. 

Mr. Janprey. Finally, $3 million is required for various technical 
exchange programs, each serving a specific purpose. Our contribution 
to the activities which our assistance is designed to promote is an invest- 
ment in European progress from which the United States stands to 
derive political and economic benefits. The proposed $1 million grant 
to the Organization for European Economic Cooperation (OKEC) 
represents a contribution to a program designed to produce more and 
better scientists and engineers in the countries of the Atlantic Com- 
munity and to utilize the present supply more efficiently. 


FUNCTION OF ORGANIZATION FOR EUROPEAN COOPERATION 


Senator ELLenper. Will you tell us how we benefit by that? That 


has been going on for quite some time. What is the function of that 
institution ¢ 


Mr. Janprey. Of the OKEC ? 

Senator Ettenper. Yes. Tell us what they do and how it affects us. 

Mr. Janprey. In this particular case they are concerned with a pro- 
gram that is being developed through OEEC in producing more 
scientists and engineers in the countries of the Atlantic Community. 
What we have in mind here is a matching contribution to OEEC in 
order to develop this program throughout all of Europe. 

Senator ELLenper. Why would it not be a good idea to let the people 
themselves do it in those countries? Why should we get in and match 
funds for that purpose?) Why do we not leave them alone for once? 

Mr. Janprey. I think there is a stimulus which comes from the fact 
that we are in a joint project here. 

Senator E.LLenper. It is our planners who say that? 

Mr. Janprey. I think an increase in scientists anc engineers, so far 
as the totality of the impact on the NATO countries is concerned, in- 
tended to result from development of the scientific program is some- 
thing which is certainly to our joint advantage. 

Senator ELtenper. Does not OEEC have some function other than 
that ? 

Mr. JAnprey. Yes. 

Senator E_tenper. Competition in trade? 


EUROPEAN PRODUCTIVITY AGENCY 


Mr. Janprey. OEEC also operates the European Productivity 
Agency. 
inate Evienper. Exactly. Explain that to us. How does that 
affect us in America ? 

Mr. Janprey. Originally, of course, this program was designed on 
a bilateral basis. When the bilateral basis phased out, it was passed 
on to a multilateral basis on a Europe-wide basis and we have re- 
duced our contribution certainly but we have supported it because we 
felt it was now a two-way street; that there were benefits beginning 
to flow back to us. 

Senator ELtenpver. What benefits ? 

Mr. JANpreY. One in particular is—— 

Senator Extenper. That is in productivity now. In other words, 
as I understand, OEEC had a special group of Americans and local 
people to increase productivity in the countries of Western Europe. 
Now how will that benefit us? 
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Mr. Janprey. It is, first, I think a part of the overall program of 
integration of Europe which is in our political interest. 

Secondly, there is a flow-back which we expect from the EPA in 
operation, that is certain benefits, for example, the translation of 
various scientific documents that come back to us. 


COMPETITION IN AUTOMOTIVE INDUSTRY 


Senator ELLenper. How does it affect our competitive position in 
the automotive industry, for instance? 

Mr. Janprey. This is one area in which I think there is an ad- 
vantage. That is, the fact that through our participation in this 
program we promote free enterprise in Europe as distinct from the 
previous arrangement. 

From our point of view, this is advantageous to us in connection 
with trade, I think the flow is beginning to be a two-w ay flow. 

And also in general in labor-management relations. What tends to 
integrate Europe itself and tends to promote its prosperity can re- 
dound to our benefit by virtue of the better trade climate that that 
produces. Certainly an unprosperous Europe is not a Europe with 
which we can trade successfully. 

Senator E.tenper. Europe has never been so prosperous as she 
is now. 

Mr. Janprey. That is correct. I cannot claim that EPA has been 
responsible for that but I can certainly say that this has been a con- 
tribution to the prosperity of Europe. 

Chairman Haypen. You may proceed with your statement. 


CONDITIONAL CONTRIBUTION 


Mr. Janprey. Our contribution will be conditional upon the con- 
tribution of at least a matching amount by other participant countries 
and will not only stimulate the efforts of other countries but will 
enable the particpation of American authorities in this field. 

The proposed $1 million grant to the European Productivity 
Agency, a part of the OKEC, is intended to help promote suc th activi- 
ties as pilot projects for economic development in Sardinia and other 
less developed areas in Europe, projects to encourage free enterprise, 
and cooperative projects for technology and researc h. 


LABOR EXCHANGE PROGRAMS 


Also proposed are small labor exchange programs with France 
and Italy which will enable local and regional leaders of French 
and Italian free trade unions to be brought | to this country for train- 
ing in productivity and labor management relations. These pro- 
grams were specifically endorsed by Ambassador ( ‘affery in his re- 
port last year to the Senate Special Committee To Study the Foreign 
Aid Program. Despite their relative small cost, they are playing 
an important role in promoting the free trade union movement, es- 
pecially in view of Communist strength among French and Italian 
workers. 

Much more could, of course, be said concerning the importance of 
the mutual security program to our European allies and to our own 
security and welfare. I feel strongly that the appropriation in full 
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of the amounts authorized is necessary if we are not to weaken our 
ability to continue to exercise the vigorous leadership which will re- 
main essential to maintain and consolidate our position so long as 
the cold war persists. 

PREPARED STATEMENT 


Chairman Haypren. Mr. Stuart VanDyke has a very substantial 
statement here of some 15 pages. It is evident, of course, that can- 
not be presented this morning. 


Would you object to our putting it in the record, Mr. VanDyke? 
Mr. VanDyxe. That will be quite satisfactory. 
(The statement referred to follows:) 


STATEMENT OF STUART H. VANDYKE, REGIONAL DIRECTOR FOR AFRICA AND EUROPE, 
INTERNATIONAL COOPERATION ADMINISTRATION 


EUROPE 


In recent years the major emphasis of our economic programs in Europe has 
been in connection with special country situations: the economic support of 
our military bases in Spain; the provision of free world economic and political 
alternatives to Yugoslavia; and the maintenance of West Berlin as a free world 
outpost. 

At the same time the United States has been seeking ways and means of 
taking advantage of Kuropean recovery and continued economic growth by en- 
couraging friendly European countries to bear an increasing share of the large 
and growing needs of the newly developing countries for capital and know-how. 

European efforts te date in assisting less developed areas are not inconsid- 
erable. From 1954 through 1956, OLKEC member governments provided an esti- 
mated average of $1.1 billion per year to less developed countries of the free 
world, of which about $90 million annually was provided through United Na- 
tions agencies. At the same time, there was an additional parallel net flow of 
private capital estimated at about $500 million per year. This was supplemented 
by a large flow of European technicians to the less developed countries, and of 
trainees to Europe. The Treaty of Rome, which entered into force on January 1, 
1958, provides for an initial 5-year development fund of $581 million for the 
overseas territories of the member nations of the European Economic Community, 
otherwise known as the Common Market. The Commission for Technical Coop- 
eration in Africa South of the Sahara (CCTA) has just established a Foundation 
for Mutual Assistance in Africa which will be a channel for increased technical 
assistance to the participating countries. Its membership includes Liberia, 
Ghana, the United Kingdom, France, Belgium, Portugal, the Union of South 
Africa, and the Federation of Rhodesia and Nyasaland. Switzerland and Ger- 
many have made sizable loans to the IBRD, which in turn relends the funds to 
less developed countries. 

Recently the European Productivity Agency declared itself ready to cooperate 
with the United States in arranging training in Europe for participants from 
less developed countries who are partially financed by the United States. It is 
through continuing interest in organizations such as the EPA that the United 
States hopes to maximize the technical help which Europe is increasingly will- 
ing to extend to the less developed areas. 


PROPOSED FISCAL YEAR 1959 APPROPRIATIONS 


Our proposals for fiscal year 1959 follow the pattern of the previous year, as 
shown in the table on page 9 of the Europe and Africa presentation book. The 
total of $74.3 million compares with $85.6 million (revised) for fiscal year 1958, 
both sums being substantially below the $108.7 million total for fiscal year 1957. 


SPAIN 


The fiscal year 1959 defense-support program for Spain is designed to maintain 
the favorable political and psychological climate under which construction of 
joint United States-Spanish air and naval facilities is nearing completion and 
which continues to be essertial now that the bases are becoming operational. 
Spain’s principal economic problem is to stem serious inflationary pressures. 
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These pressures are the result of rapid economic expansion in the last few years, 
together with a determination of the Spanish people to enjoy higher living stand. 
ards. The proposed program would assist in the financing of (1) surplus agri. 
cultural commodities which would assist the Spanish Government in maintaining 
an adequate food supply, (2) raw materials for industrial production, and (3) 
small amounts of specialized equipment urgently needed in transportation and 
in electric power transmission, both of which can make a maximum contribu- 
tion to the Spanish economy. The $1.1 million technical cooperation program 
would continue to help Spanish agriculture and industry catch up with more 
advanced Western technology and management. 


YUGOSLAVIA 


It is proposed to continue the special assistance program for Yugoslavia in 
fiscal year 1959. This program, together with a $1.8 million technical coopera- 
tion program, would be used to expand mutually advantageous contacts between 
Yugoslavs on the one hand, and Americans and our European allies on the 
other. This would complement other efforts, such as through Public Law 480 
sales of surplus agricultural commodities, to accord Yugoslavia free world alter- 
natives to economic and political dependence on the Soviet bloc. 


BERLIN 


The special assistance proposed for Berlin has been reduced from $11.2 million 
in fiscal year 1958 to $8.2 million for fiscal year 1959, reflecting the substantial 
recovery of the Berlin economy, and the availability of repayments of old counter- 
part loans for relending. The dollars will be used principally to finance section 
402 surplus agricultural commodity sales to West Germany. The local currency 
proceeds will be used in specially selected projects which have lasting economic 
and social impact. A small technical exchange program would be continued. 


OTHER PROGRAMS 


The European technical exchange program proposed for fiscal year 1959 in- 
cludes $1 million for the European Productivity Agency, $1 million for OEEC’s 
Scientific and Engineering Manpower Program, and $1 million for selected 
projects in Austria, France, and Italy plus technical support of the regional 
programs. 


COST COMPONENTS 


$62.2 million or about 80 percent of the total $74.3 million requested would 
finance general commodity imports. About half of this amount would finance 
the import of United States agricultural commodities, including section 402 
surplus commodities, and half would be used for imports of industrial equipment, 
raw materials, and fuels. $9.1 million, or about 12 percent of the total, would 
support projects principally in industry, transport, and agriculture. Of this 
amount, $1.1 million would finance the services of 62 United States employed tech- 
nical specialists, while $4.8 million would finance supplies and equipment related 
to the projects. 

STATUS OF PIPELINE 


The pipeline of unexpended dollar obligations in Europe continues to decrease 
in actual amount and in relation to annual economic assistance programs. It 
should be noted that the pipeline figures for Spain and Yugoslavia shown in 
your presentation book will need to be revised as a consequence of revisions in 
aid levels for those countries made subsequent to preparation of the fiscal year 
1959 books. 

In the case of European countries no longer receiving economic assistance, 
unliquidated obligations have been reduced by more than 50 percent during 
fiscal year 1958 and are expected to be liquidated entirely by June 30, 1959. 

The pipe line for active European economic assistance programs was also 
reduced substantially during fiscal year 1958, as the proportion of long-lead 
eapital goods items in the Spanish program diminished. About 70 percent of the 
Spanish pipeline at the end of fiscal year 1958 consisted of obligations incurred 
in fiscal year 1958, a significant part of which represents obligations incurred 
late in fiscal year 1958 that will be liquidated early in fiscal year 1959. 
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EFFECTS OF AID CUTS 


If mutual security funds were to be reduced, some European programs would 
be adversely affected by having to share in the cuts. A $10 million cut might be 
required in the proposed defense support program for Spain. If so, this amount 
would come out of industrial commodity imports and would result in lower pro- 
duction of consumer goods and a rise in the general industrial price level. Com- 
jng at a time when Spanish gold and dollar reserves have dropped to the danger 
point and when Spain is making strenuous efforts, with some success, to contain 
internal inflation and increase exports and other foreign exchange earnings, the 
resulting reduced level of aid would have adverse economic, political, and 
psychological effects on Spanish participation in the mutual defense effort. A 
reduction in the Berlin program might also be necessary. This would affect ad- 
versely projects which are important as symbols of continued United States 
responsibilities and interest in Berlin, and which help maintain the spirit of the 
people of East Germany and eastern Europe in resisting communism. 


CONCLUSION 


The programs presented here will enable Western Europe, acting jointly with 
the United States and on her own account, to help maintain the security of the 
free world. Support of this purpose remains vital to the United States interest. 

cd mm * & * * = 


ATTACH MENT—EUROPE 
Spain 

United States assistance in Spain commenced with a serics of agreements con- 
cluded in 1953, which provided for the construction and operation of a complex 
of joint United States-Spanish air and naval bases, and for military and eco- 
nomic assistance. The economic assistance program was undertaken to 
strengthen Spain’s capacity to discharge the common defense undertakings, and 
at the same time to improve the economic basis for increased cooperation be- 
tween Spain and our Western European allies. 

Over the 5 fiscal years 1954-58, the United States financed close to $600 mil- 
lion of commodities and services for the Spanish economy (not including Export- 
Import Bank loans). Over $400 million of the $600 million total was in the 
form of surplus agricultural commodities, the balance in supplies of industrial 
raw materials and capital equipment. The program has also included technical 
assistance activities designed to raise the productivity of Spanish industry and 
agriculture. 

The economic impact of this Spanish-American cooperation has been striking. 
Spanish national output, which had increased by less than about 3 percent per 
year between 1940 and 1953, is estimated to have increased by about 6 percent 
per year between 1953 and 1957. These estimates exclude changes in the value 
of output due to price movements. Before 1953, Spain had experienced acute 
shortages of food and clothing and had resorted to distribution through ration- 
ing. Spaniards are now eating more and better food, and are better dressed. 
Between 1950 and 1956 per capita meat consumption rose from 22 pounds to 33 
pounds and per capita sugar consumption doubled, from 11 to 22 pounds. Span- 
iards today consume 14 percent more sugar, 20 percent more meat and 25 per- 
cent more vegetable oils than they did in 1956. They are also better clothed. 
Since 1956 cotton consumption rose by 25 percent. Much of the additional food 
and cotton came from the United States. 

A new spirit of enterprise is the keynote of Spanish industry. Between 
1953 and 1957, industrial production rose 40 percent. United States programs 
have contributed to this Spanish industrial revival in a number of ways. Our 
large-scale financing of imports has absorbed enough of the balance-of-pay- 
ments impact of the industrial expansion to make it possible. We have pro- 
vided $8 million worth of steel equipment to support a 50 percent rise in that in- 
dustry’s output in a 4-year period. In the cement industry, some $3.4 million 
of United States-financed equipment is estimated to account for 30 percent of a 
1.2 million ton production increase. About $50 million worth of United States- 
financed raw materials—scrap, coal, copper, aluminum—has helped contain in- 
flation by keeping the new industrial capacity in production. 

The increase in industrial production could not have occurred without an ex- 
pansion of electric generating capacity, which doubled in the last 6 years. ICA- 
financed power equipment imports account for 8 percent of Spain’s new thermal 
power capacity, and its program of improving transmission systems through 
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providing such equipment as circuit breakers, high-capacity transformers, switchs 
gear, and so forth, has been an important factor in reducing power losses due 
to poor transmission from 25 percent to about 18 percent. Thus $35 million of 
ICA assistance in the electric power sector has been an important factor in per- 
mitting a 50-percent increase in power consumption between 1953 and 1957. 

ICA’s efforts in the transportation field have largely concentrated on the im- 
provement of strategic communications for the military bases but they have 
also provided important support for the expansion of the civilian economy. A 
total of 190 miles of first priority access roads to the bases have been widened 
and leveled, using some $8 million of United States-generated local currencies 
for local costs and $4.5 million of ICA-financed highway-construction equipment, 
This equipment is now being used in Spain’s overall highway-improvement pro- 
gram. Primary attention in the transportation field has been given to improve- 
ment of the railroads, for which ICA has supplied about $30 million of equip- 
ment and has agreed to allocation of $27.5 million in counterpart funds. ICA 
assistance has covered a wide variety of equipment and supplies, including 
diesel locomotives, railway ties, quarrying equipment, freight-car components 
and central traffic control equipment. With 60 percent of the equipment ordered 
now delivered and in use, 440 miles of track have been renewed and improved 
and central traffic control established for 222 miles. Between 1954 and 1957, the 
number of rail passengers rose from 9 million to 10 million. The railways’ 
carrying capacity rose by 9 percent from 27.5 million tons to 30 million tons. 

United States economic assistance has also played an important part in Spain’s 
agricuitural programs. Before 1956, Spain had no agricultural extension serv- 
ice. The United States recommended that one be established and trained its 
principal officers. Today the service has 95 trained agents and 44 field offices in 
28 of Spain’s 47 provinces, and is expanding rapidly on the basis of training 
courses established with ICA assistance. A regular service of technical bulletins 
and monthly information bulletins is now in operation. 

ICA has financed $26.6 million of agricultural equipment and has agreed to the 
allocation of large sums of United States-generated local currencies to support 
various portions of the agricultural improvement programs being carried out by 
the Spanish Government. These include, for example, a large program of hy- 
draulic works for irrigation, that is 21 percent complete; irrigation projects in 
which 27,000 acres have been leveled and 70,000 acres irrigated, representing 68 
percent completion; soil-conservation work in which 17,000 acres have been 
terraced and 24,000 acres readied for terracing; and a project for consolidation 
of fragmented holdings into viable farms, on which roadbuilding and other physi- 
eal improvements have been completed, for 155,000 acres, and new titles have 
been granted for 12,000 acres. 

Of considerable long-term importance to Spain is ICA’s technical cooperation 
program under which more than 1,000 Spanish managers, technicians, and agri- 
cultural specialists have studied in the United States and close to 100 United 
States consultants have served for short periods in Spain. United States trained 
technicians hold important posts in Spain’s agricultural services for forestry 
services. They have fostered new concepts of increased productivity and output 
and a number of innovations, such as the first mixed feed plant in Spain. One 
heads Spain’s first up-to-date metropolitan dairy. On the industrial side, Spanish 
technicians from virtually every industry have visited the United States. A 
release of about $200,000 in local currencies has helped to create Spain’s first 
school of business administration, whose instructors, trained in the United States 
and assisted from time to time by ICA-financed United States instructors, last 
year graduated their first class of 46 trainees taken from the middle management 
level of Spanish industry. While it is too early to judge, this pioneer effort shows 
promise of breathing a new dynamism into Spanish business. 

Our programs in Spain have been a major factor in strengthening of the 
Spanish economy and improving living standards since 1953, and they have there 
by helped create a climate that has permitted the successful completion of the 
bulk of the base construction program, and the beginning of operation of the 
joint bases. 

Spain has drawn closer to other countries of Western Europe. Spain's rela- 
tionshin with the OFEC is a case in point. Throughout its formative period, 
the OEEC had no contacts with Spain. In late 1953, the first contacts were estab- 
lished. This was followed by formal observer status for Spain in 1955. Finally, 
on January 10 of this year, Spain became closely associated as an affiliated 
member with many phases of OEEC activity, thus continuing the trend of 
gradually increasing economic relations with the other Western European 
countries. 
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Yugoslavia 

To appreciate our present position in Yugoslavia, it is necessary to recall the 
situation when economic assistance began in fiscal year 1951. After its break 
with the Soviet Union in 1948 in an attempt to establish its national independence, 
Yugoslavia found itself in serious economic difficulties. It had depended on the 
Soviet bloc for about half of its imports, including key raw materials to keep 
its industry going such as coal and coke, base metals and petroleum products, and 
manufactured items such as machinery, electric and nonelectric, textiles and 
textile manufacturers. These supplies, as well as export markets for Yugoslav 
products, were summarily cut off by the Soviets in an attempt to bring economic 
chaos and thereby force the Yugoslav regime to its knees, enabling Russia to 
reassert its domination. 

By 1950, Yugoslavia was receiving none of her imports from the Soviet bloc, 
and with a chronic foreign currency shortage, and balance of payments diffi- 
culties vis-a-vis the West, the country faced bankruptcy in its attempts to finance 
its huge import requirements. National output had fallen off 20 percent between 
1949 and 1950. 

Confronted with the choice of assisting Yugoslavia in establishing its inde- 
pendence, or of allowing the first major self-determination of an Eastern Euro- 
pean country to be summarily crushed by the Soviet Union, the United States 
decided to provide sufficient economic and military assistance to permit Yugo- 
slavia to maintain its policy of national independence. From fiscal year 1951 to 
fiscal year 1957, the United States has extended approximately $400 million of 
commodity aid and of technical assistance under mutual security programs, and 
has provided approximately $250 million of Public Law 480, title I and title II, 
surplus agricultural commodities. This comes to roughly $650 million, or about 
$93 million per year. 

This assistance has provided vital foodstuffs, raw materials and equipment 
to the Yugoslav economy. Together with substantial assistance from our West- 
ern Allies and from international agencies, it has plugged the Yugoslav’s balance- 
of-payments deficit, and has thereby bought time to enable Yugoslavia to reorient 
and revive its production and trade so as to prevent undue economic dependence 
on the Soviet bloc in the future. Yugoslav output has more than doubled be- 
tween 1950 and 1957; exports and imports have expanded almost three times 
during the same period. The fact that Yugoslavia’s gross national product and 
standard of living have increased since the break with Russia, both absolutely 
and in relation to other Eastern European nations, has served to demonstrate 
the advantages of independence from Soviet control and of closer economic rela- 
tions with the West. The example of Yugoslavia is widely acknowledged to have 
been a major factor contributing to increasing tendencies toward national inde- 
pendence in Eastern Europe. 

The Government of Yugoslavia has continued to describe itself as Communist. 
But even so, major shifts in economic policy occurred during the period of 
United States aid leading to the decollectivization of farms, termination of 
forced deliveries, decentralization of economic activity and increasing depen- 
dence upon indirect fiscal and monetary controls. Measures are now in prog- 
ress to eliminate discriminatory multiple exchange rates and substitute a single 
exchange rate with western tariffs. Economic and political ties with Western 
Europe particularly have been strengthened by Yugoslavia’s observer status in 
OEEC, by full participation in European Productivity Agency projects, and by 
arrangements enabling Yugoslavia to convert a portion of its export earnings in 
EPU countries to the currency of any other EPU country. 

United States economic aid programs, especially technical assistance, have 
introduced Western ideas and techniques, through training exchanges of increas- 
ing numbers of important officials and policymakers with Western Europe and 
the United States. Technical assistance programs through fiscal year 1957 have 
financed training visits for 845 Yugoslavs in the United States, Western Ger- 
many, Denmark, Austria, and other Western European countries, and have 
financed 28 United States technicians to work in Yugoslavia. 

Since the outset of the United States economie assistance program, the Yugo- 
slav Government has gradually paid more attention to the needs of agriculture, 
and to the value of independent farmers. Our technical assistance has helped 
inthis. For example, the work of one expert, a hybrid corn extension specialist, 
brought substantially increased yields of corn, Yugoslavia’s principal agricul- 
tural crop. Increases of 15 to 30 percent are materializing from this program. 
In 1956 a total of 8,000 tons of hybrid corn seed was produced, and in some dis- 
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tricts hybrid corn seed is the only type now being planted. ICA helped pro- 
vide the first corn-drying equipment installed in the country. Prior to this, 
corn seed had to be stored with a high moisture content and a high rate of loss 
resulted. United States assistance to Yugoslavia in the development of hybrid 
seed corn was met with great enthusiasm by the Yugoslavs, who promptly 
founded the Hybrid Seed Corn Association of Yugoslavia. 

Another example of the way in which technical assistance and related pro- 
grams can share outlook and ideas is provided by our Technical Inquiry Serv- 
ice, through which Yugoslav industrial managers are able to learn about United 
States technical ideas and methods. These activities provide a weekly dis- 
tribution of translated technical texts, while other information is distributed 
regularly and upon request through technical books, films, and personal contacts 
between mission personnel and Yugoslav industrialists. Some Yugoslavian 
industrial leaders lack experience in industry or management, but nevertheless 
must make basic operating decisions daily. Many of them have come to look 
to the United States Technical Inquiry Service to a surprising degree. Two 
years ago the Service did not exist; 1 year ago under 1,000 industrialists were 
being serviced; while at present the service is being provided to over 1,600 and 
it continues to increase. 

Language is a primary barrier to increased Yugoslav ties with the West. An 
ICA contract with Georgetown Institute of Language and Linguistics has helped 
to create two schools to teach the English language in the Universities of 
Belgrade and Zagreb. These were such an immediate success that the Yugoslav 
Government set up three other self-financed centers in other cities. English 
may soon become Yugoslavia’s second language. 

After severing its political and economic ties with the Soviet Union, Yugo- 
slavia would soon have suffered overwhelming internal economic distress, and 
would have had little recourse but to resubmit to Soviet control if the West 
had not assisted. Not only would the Soviet political bloc have been restored 
in Eastern Europe in greater strength than before, but Soviet military forces 
would have obtained unimpeded access to the shores of the Adriatic and occu- 
pied the vital Ljubljana Gap passage from Western Europe to the north Italian 
plain. Instead, these unhappy developments have been averted, and Yugoslavia 
has the economic capability of following an independent policy despite repeated 
Soviet efforts to undermine it. The influence of this example can be noted else- 
where in Eastern Europe. 


Berlin 


United States aid has been a vital factor in the rapid reconstruction of West 
Berlin and in maintaining Berlin’s position in the center of Soviet East Germany. 

Since the end of the blockade in 1949, United States programs have provided 
approximately $545 million of assistance to West Berlin. During this period 
industrial production rose over 3% times, from 32 percent of prewar in 1950 to 
112 percent of prewar in 1957. The number of unemployed in West Berlin 
dropped from 300,000 to 100,000 during the same period despite a large continu- 
ing influx of refugees, and over 100,000 housing units were built. Gross output 
rose from about $900 million in 1950 to about $2,200 million in 1957. Imports 
of goods and services last year were 3 times, and exports almost 4 times as high 
as in 1950. A million tourists visited West Berlin last summer, almost half of 
them from areas outside West Germany. This number is exclusive of hundreds 
of thousands of visitors from East Berlin and East Germany. This sense of 
community with the West has been further strengthened by bringing approxi- 
mately 300 Berliners to the United States and 48 American experts to Berlin 
on technical exchange projects over the fiscal years 1953 to 1957. 

United States financing has influenced all sectors of the West Berlin econo- 
my. Although the amount of new dollar financing has decreased sharply in 
recent years, the awareness of United States interest and the economic recov- 
ery of the city have together imparted a strong pro-Western attitude to its 
citizens, and helped maintain its high morale. 


OTHER PROGRAMS 


The unprecedented postwar increase in European output-—averaging about 
614 percent per year since 1948—is in considerable measure due to United 
States-sponsored productivity programs. 

After its successful support of bilateral productivity programs, the United 
States encouraged and provided a portion of the initial capital for a regional 
organization to promote productivity in Europe—the European Productivity 
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Agency (EPA), which is a subsidiary organization within the OEEC. The 
United States still contributes to this program. After its initial dollar capital 
contribution of $2.5 million in 1953 to help get the Agency organized, the United 
States provided $7.3 million for EPA programs from fiscal year 1954 through 
fiscal vear 1958, and the OEEC countries have provided about $15.8 million, 
the United States share having been progressively reduced from 41 percent in 
1954 to 20 percent in 1958. 

An example of the type of productivity inducing effort engaged in by the 
EPA is its program for elimination of restrictive business practices, which has 
steadily intensified over the past 3 years with continual United States encour- 
agement. The United States has strongly supported, since the beginning of the 
Marshall plan, European efforts to reduce restrictive practices. This effort on 
our part has helped to bring about a number of fundamental changes on the 
European scene. France has prohibited retail-price fixing without permission of 
the Ministry of Economic Affairs. The United Kingdom has recently estab- 
lished a court to judge restrictive agreements registered under its new Restric- 
tive Practices Act. The Federal Republic of Germany has recently passed a 
Cartel Act to replace the law imposed by the Allied High Commission. The 
Italian Legislature will soon consider a bill prohibiting contracts, agreements, 
and associations restricting competition. The Common Market agreement ex- 
tends the principles of more competitive practices to activities jointly affect- 
ing the six member nations. It prohibits all agreements, mergers, or concerted 
practices “likely to affect trade between member states and having as their 
object or result the prevention, restriction, or distortion of the free play of 
competition.” 

These developments have been matched by unprecedented changes in retailing. 
The United Kingdom now has over 3,000 self-service food stores; a chain of 
supermarkets financed with private capital is being established in Rome. Sales- 
manship is becoming more aggressive and significant advances are being made 
in market research, management training, and human relations. More than 
50 management consulting firms are now operating in France, and postgraduate 
courses in management have been established at the universities of Nancy and 
Lille. In Italy, Olivetti, Fiat, Montecatini, and other large industrial concerns 
have cooperated to establish advanced management schools on the American 
model, some of whose faculty have been initially financed from the United States 
contribution to EPA. 

These developments illustrate the rapid changes in European economic prac- 
tices that United States-supported programs have helped bring about. The 
OEEC productivity program is the second element in a two-pronged attack on 
low productivity, the other element being the OEEC program to reduce inter- 
national trade and payments restrictions that protect and sustain unproductive 
economic activity. As a result of these two United States-backed programs, 
productivity has become a byword in European business circles for the first time. 
There has been a mushrooming of national and regional productivity agencies, 
councils, and other institutions throughout Europe, and businessmen and farmers 
have become increasingly aware of the need to seek out the latest productive 
methods and to strive for increased efficiency. In France, for example, the 
Government has established a regular Government department to work solely 
on increasing French productivity—a revolutionary innovation. This depart- 
ment, the General Commissariat for Productivity, has established with United 
States aid a very influential productivity center in Paris, which directs a large 
number of regional and professional productivity committees throughout France. 
The work of these organizations has permeated all aspects of the French 
economy, including production, distribution, and management, and has greatly 
contributed to the remarkable growth of production and productivity in France 
during the last 5 years. 

Western Eurone has moved from a comparatively stagnant economy of rela- 
tively uncompetitive, low-output high-cost enterprises, to a dynamic economy 
that is expanding at a rapid rate. This strengthening of the European economic 
base is a major factor in the security position not only of Europe, but also of 
the United States and whole free world. In the face of Russia’s own great 
economic expansion and her economic and political challenge to the West, it is 
in the United States interest to continue our support for European productivity 
programs in order to further accelerate economic growth on this side of the 
Iron Curtain. 

The principal remaining items in the bilateral technical exchange programs 
are two special programs to assist in training free trade-union leaders in France 
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and Italy to enable them to compete more effectively with Communist trade 
unionists for leadership of the labor force in those countries. 

Italy has the largest Communist Party in Western Europe. In the May 26, 
1958, national elections it received 22.8 percent of the popular vote, and, with 
its fellow-traveling Italian Socialist Party, it received 37 percent. Well-organ- 
ized and well-financed, it has wielded considerable power on the Italian scene, 
reinforced by its control over the General Confederation of Italian Lobor 
(CG'L), Italv’s major trade union. In 1952, the CGIL had 45 to 5.0 million 
members as opposed to the nascent free-trade union membership of 1.1 million, 
The new free trade unions were hard pressed to defend themselves against the 
more efficiently managed CGIL, whose leadership had longer experience and 
strong traditional ties to the labor movement. 

In the years since 1952, and particularly since 1955, CGIL has been losing 
membership and the free unions have been gaining. A contributing factor 
in the decline of the CG'L has been United States technical assistance in the 
labor field. In 1956, ICA began a new technical exchange program in Italy 
to continve the work of training free trade union leadership begun under techni- 
cal assistance programs in prior years, but in a more concerted and integrated 
manner, dealing directly with the free unions at the program planning stooge, 
Under the new program, which has cost the United States annroximately $900.000 
per year in its 3 years of operation from fiscal years 1956 through 1958 pro- 
vision has been made for the training of nearly 250 persons in short-term nro- 
grams of trade union management training, labor-management re'ations, collec- 
tive bargaining, trade union education. and other fields. Nearly 50 trede union- 
ists will have been given longer periods of study at United States universities in 
special courses designed to provide more intensive training. 

This program has contributed to a relative increase in membership and in- 
fluence of the two free unions. Their membership increased strikinely from 
only a sixth of total union membership in 1952 to about two-fifths in 1957. while 
their representatives won 55 nercent of the shop stewards’ positions in Italian 
industry in elections held in 1957, compared to only 20 percent in 1952. 

The technical exchange labor program in France has been going on for several 
years. It has assisted in the training of hundreds of free trate nnion lesders in 
the various French syndicates and has thereby strengthened the free trade union 
movement. While control of the maior Jahoer union in France remains in the 
hends of the Communists. in 1957 its membership fell below the eomhined strength 
of the free trade unions for the first time since the end of World War II. The 
latter’s combined membership is estimated at 1.2 million as against 1 million in 
the Communist union. 

Our technical exchange progr®m has also been helping the Austrian Government 
deal with the problem of rehabilitating the eastern portion of the country, which 
was freed from Russian control by the State Tresty of October 1955. Nearly 
one-third of Austria’s border faces on the Iron Curtain and the view presented 
to the Fast was of a depressed area. its industrv left in a stote of relative 
disrenair, and which before the end of the occunation had received a disnrovor- 
tionately small share of the technical aid provided to Austria bv the United 
States. To help renew this »rea’s contacts with the West, to further the United 
States objective of holding Austria firmly oriented toward the West, and to help 
to provide a disnlay of Western success to the peoples behind the Iron Curtain, 
the technical exchange program in Austria has, in recent years, directed its 
efforts primarily to eastern Austria. Although the program has not been under- 
way long and is relatively modest, it has had a significant impact in the former 
East Zone. 

For example, as a result of the interest aroused by two grouns of Austrians who 
visited the Tnited States 2 vears ago under the technical exchange program to 
observe and study the regional or community approach to economic development, 
and of encouragement by the ICA productivity stoff. an Economic Develonment 
Council was established about a vear ago in the Burgenland, the most economi- 
cally backward of the former Soviet-occupied Austrian provinces. The formation 
of this Council, in which the provincial Chambers of Commerce, Labor, and 
Agriculture are participating, represents an almost unique coonerative effort on 
the part of these three grouns. The Council is receiving valuable assistance 
from en American expert in industrial development, financed under the technical 
exchange program. Already the council has been instrumental in the esta blish- 
ment of a number of new if presently small, industries in the province: and has 
made a less tangible, but perhaps in the long run more important contribution 
in focusing all elements in the community on the need and the possibilities of 
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taking positive action to help solve their own economic difficulties. Several sim- 
ilar councils are in varying stages of formation with ICA encouragement in 
other parts of the former Soviet Zone. 


PREPARED STATEMENT 


Chairman Hayprn. Mr. Douglas Dillon, Under Secretary of State 
for Economic Affairs, has written to the Committee in detail and has 

attached another detailed statement on the effect of the House cuts. I 

will insert the letter in the record at this point. 

(The statements referred to follow :) 

DEPARTMENT OF STATE, 
Washington, July 11, 1958. 
Hon. Cart HAYDEN, 
Chairman, Committee on Appropriations, 
Washington, D. C. 

DEAR Mr. CHAIRMAN: In amplification of the current testimony by executive 
branch witnesses before the Senate Committee on Appropriations in support of 
appropriations for the fiscal year 1959 mutual-security program, I wish to re- 
quest officially on behalf of the executive branch that the Committee provide 
full restoration of the amounts authorized for military assistance, defense sup- 
port, special assistance, the contingency fund, and the Development Loan Fund, 
including the amount available for its administrative expenses. 

The reductions made by the House of Representatives in the mutual-security 
appropriations bill (H. R. 18192) are, in my judgment, so severe as to jeopardize 
the foreign policy of the United States. The magnitude of these reductions 
weakens the keystone of our own security and imperils the security of our friends 
and allies. It strikes at the effectiveness of our collective security measures 
which depend to a large extent upon the economic advancement of the people in 
the less-developed countries. It will, I am certain, provide increasing opportu- 
nities for the vigorous efforts of Communist imperialism to isolate the United 
States by weakening the will and ability of governments in these less-developed 
countries to sustain their independence. 

As you are aware, the authorizing legislation reduced the amount requested 
by the President for fiscal year 1959 by $274.5 million. This, in itself, was a set- 
back to plans carefully and conservatively developed as the basis for the Presi- 
dent’s appropriation request. The reductions approved by the House will serve 
to compound the disarray brought upon the balanced and interlocking activities 
of the Mutual Security Program. Restoration of appropriations is therefore 
requested in the various programs as follows: 


{In millions of dollars] 





Military assistance (annex A) 
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I request also a change in the limitation made upon the administrative ex- 
penses of the Development Loan Fund so that the full $1.5 million will be avail- 
able for the effective supervision needed (annex F). The $1 million limitation 
imposed by the House will be inadequate, in my judgment, for proper adminis- 
tration of this activity. 

In addition, I am enclosing three suggested changes in the language of the 
House bill (annexes G, H, and I). 

The need for restoration of the reductions made by the House, listed above, 
is acute. Full explanations of our request are enclosed with this letter in the 
annexes cited above. In summary, these reductions would have the following 
consequences : 

MILITARY ASSISTANCE 


A reduction of $90 million in the amount requested for military assistance 
would have the following consequences, particularly in view of the $195 million 
reduction already made in the authorizing legislation : 
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1. Curtail needed modernization, principally in the vital field of missiles and 
aircraft. 


2. Postpone the replacement for allied forces of outmoded and obsolete equip- 
ment, largely of World War II design. 

3. Tend to induce our allies to lose confidence in our collective security system 
which has been laboriously constructed and which has been a major deterrent 
to overt Communist aggression. 


DEFENSE SUPPORT 


A reduction of $110 million in the amount requested for defense support, in 
addition to the $25 million already cut in the authorizing stage, would have one 
or more, and possibly all, of the following effects : 

1. Aggravate economic trends in a number of significant countries supporting 
major forces to a point which would bring about deterioration in the capacity 
of these countries to maintain their contribution to the joint military effort. 

2. Threaten the security of important United States bases maintained in such 
countries as Korea, Spain, Turkey, Taiwan, Greece, and the Philippines, all 
defense-support countries where overseas military bases provide a principal 
means of deterring military attack from the Communist bloc. 

3. Jeopardize in the 12 defense-support countries, independently of the mili- 
tary contribution made through their support of significant forces, their economic 
strength and capacity to grow and remain independent. 


SPECIAL ASSISTANCE 


A reduction of $17.5 million in the amount requested for special assistance, on 
top of the $9.5 million reduction in the authorizing legislation, would have one 
or more of the following effects : 

1. Reduce the utility and effectiveness of, and possibly make nonavailable, 
some of the more important United States military bases in countries such as 
Libya and Morocco, thus weakening a key element in the free world’s defense 
structure. 

2. Require reductions in programs in a number of other countries where our 
assistance is not supporting substantial military forces but is designed to achieve 
political and economic stability important to the United States. Special assist- 
ance for these countries helps in a great variety of ways to promote United States 
objectives, as, for example, in equipping police or other internal security forces 
in countries endangered by Communist subversion; sustaining economies of such 
important countries as Tunisia, Jordan, and Bolivia ; and in financing such worth- 
while undertakings as the malaria-eradication program which cannot be financed 
under other categories of aid. 

CONTINGENCY FUND 


The reduction of $55 million in the amount requested for the contingency fund, 
on top of the $45 million cut in the authorizing bill, would have the following 
consequences : 

1. Weaken our ability to deal with international contingencies which may arise 
this year but for which no firm programs have been proposed. Requirements of 
this type have in each of the past 3 years amounted to more than the $155 mil- 
lion now authorized. 

2. Limit our ability to respond to natural disasters and emergency situations 
such as care for the Hungarian refugees following the brutal Soviet intervention 
in that country 2 years ago. 


DEVELOPMENT LOAN FUND 


The cut of $325 million below the amount requested for the Development Loan 
Fund, if allowed to stand, would have the following serious consequences : 

1. Reduce by 50 percent the lending rate established by the Development Loan 
Fund over the past 6 months, to a level below that which prevailed before the 
establishment of the Development Loan Fund. 

2. Imply a repudiation of the importance of developmental aid to United 
States foreign policy. 

3. Leave many of the less developed countries with no alternative but to turn 
to Communist sources for the capital assistance they so sorely need. 

From the record it appears that the House action in approving many of these 
reductions was based on a misconception of the amounts available from appro- 
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priations made in previous years. The charge was frequently made that in excess 
of $5 billion was available for new requirements, in addition to the amount ap- 
proved by the House for fiscal year 1959. Actually these amounts carried for- 
ward from previous years, with the exception of $234 million remaining unob- 
ligated on June 30, have been fully obligated and are not available for the new 
and pressing requirements which we will encounter in fiscal year 1959. They 
represent contracts for material which requires lengthy manufacturing time and 
other types of assistance for which disbursements will be made as these con- 
tracts are completed and the assistance delivered. 


In this connection, a comparative study of the mutual security program with 















: the fiscal position of the Department of Defense and other executive-branch 
' agencies made by the House Foreign Affairs Committee this past May (H. Rept. 
No. 1696, p. 14) concluded: “In short, the fiscal side of the mutual security pro- 
; gram compares favorably with that of other Government agencies. In most 
y eases it is considerably better.” 
In the light of these considerations, I urge restoration of the amounts listed 
" above and the full appropriation of other authorized amounts so that the mutual 
l security program can be carried forward to support the foreign-policy objec- 
1 tives of the Tnited States. 
Sincerely yours, 
i Dovueias DILLon, 
> Under Secretary for Economic Affairs. 
ANNEX A 
MILITARY ASSISTANCE 
n 
. THE HOUSE BILL 
The House bill makes available $1,515 million for military assistance, which 
e, represents a reduction of $90 million from the amount authorized and $285 mil- 
~ lion from the amount originally requested by the President. 
- EXECUTIVE BRANCH POSITION 
ve The executive branch urges the appropriation of the full $1,605 million au- 
t- thorized by the Congress. 
es In justification for its reduction, the House Committee on Appropriations 
es pointed out that the amount recommended, together with the unliquidated obli- 
ch gations carried over as of June 30, 1958, would fund the program into Septem- 
h- ber 1960, at the estimated annual expenditures rate of $2.2 billion. The funds 
ed termed “unliquidated obligations” are, however, all obligated or reserved against 
contracts for the production of equipment and materiel. In essence, the House 
report attempts to equate the program operation with the mere spending of 
a money. If this argument followed to its logical conclusion, we would not need 
cs any more funds until September 1960. This completely disregards the fact that 
ng many of the items ordered cannot be available for delivery until after Septem- 
ge ber 1960. kt Otte ; . 
of The unexpended balance of $3,362 million has all been applied to pay for items 
il- of militarv materiel or services. These items are undelivered because of time 
' required for their procurement and readying. Most of this is for missiles, air- 
ns craft, and ships which have a lead time of 2 years or more. Moreover, the 
2 specific countries to which these items will be delivered are already adjusting 
" their defense posture and budgets in anticipation of the receipt of the equip- 
ment. For a considerable proportion of this equipment, such as missiles, per- 
sonnel are already in the training cycle for utilization of this equipment. 
One billion six hundred and five million dollars authorized by the Mutual 
an Security Act of 1958, if appropriated, would be promptly applied in fiscal year 
1959 for other military items and services comprising a total which has already 
an been reduced by $195 million from the original request. The $1,800 million 
he revuested by the President was arrived at by stringent screening and was con- 
sidered the bare minimum in the form of military equipment and services 
ted needed to meet time-phased military deficiencies in the forces of our allies. 
Recause of the long lead time required for the procurement and production of 
ITD military equipment, deliveries in any fiscal year are not noticeably affected by 
a reduced annvronristion in that same year; and the effect of a cut is not, 
ese therefore. immediately apparent. Deliveries can continue at the present level 
ro- from previously authorized programs. There is, however, a very direct impact 
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on forward planning and future deliveries. Elimination of equipment and traip. 
ing in the fiscal year 1959 program necessitated by reduced fund availability wij 
thus become apparent in fiscal year 1960 and fiscal year 1961, or even later, whep 
the ov which were deleted or deferred will not be available for delivery whep 
needed. 

The result of such deferments is to decrease the strength and effectiveness of 
the collective security system a year or so hence when the threat may well have 
increased and the need for an adequate common defense may be greater. Reduce. 
tion in current fund availability limits forward planning and augments the 
chance that the free world may find itself insufficiently prepared to meet ang 
counter the military strength of the Communist bloc at a time when an imbalance 
could easily invite the hostilities this program is intended to deter. 

The nations with which we are allied in the collective security system look 
to the United States for an example and leadership in the common defense effort, 
Military assistance has been a powerful incentive which has challenged them 
to make a maximum contribution to the military strength of the non-Communist 
security effort. Any reduction in our support of the collective security under. 
taking might result in a relaxation of effort on the part of our allies and a cor. 
responding weakening of the will to resist. Any reduction in the military 
strength of our allies would require a corresponding increase in the strength of 
our own national Military Establishment—and at far greater cost. 

Any military program is essentially a form of insurance, and the purpose of 
insurance is to protect. Actuarial principles dictate that the amount of the 
premium shall be determined by the degree of risk; and having decided how 
much protection he wants and can afford, a man does not consider his payments 
wasted if the eventuality against which he insures himself does not occur. Be 
cause it is the considered opinion of our most responsible military planners that, 
in the event of another war, we will have to fight with what we have on hand 
at the time of its outbreak, the risk inherent in reducing our support of the 
collective security system must be very carefully calculated. If we fail, for 
lack of sufficient funds, to put into production now those items we shall need 
for the common defense in future years, they will not be available and it will 
not be possible to deliver them when and where they may be required to meet 
and counter sudden attack. 


ANNEX B 
DEFENSE SUPPORT 
THE HOUSE BILL 


The House bill makes available $700 million for defense support, which rep- 
resents a reduction of 14 percent from the $810 million authorized and 16 percent 
from the $835 million originally requested by the President. 


EXECUTIVE BRANCH POSITION 


The executive branch urges restoration of defense support funds to the at 
thorized level of $810 million. 

The President’s request for $835 million for defense-support assistance to 12 
countries has been seriously reduced and is dangerously damaging to the United 
States security position. These 12 countries—Spain, Greece, Turkey, Iran, 
Pakistan, Taiwan, Korean, Laos, Philippines, Thailand, Cambodia, and Viet- 
nam—are supporting military forces in a common effort against the Communist 
threat of aggression. Their contribution of over 3 million men and their pro- 
vision of base sites cannot be replaced except, perhaps, at prohibitive costs. 
Eleven of these countries are either signatories of, or their territories are cov- 
ered by, one or more of the mutual defense treaties which constitute a central 
element in overall United States defense strategy. 

Cuts in the defense support appropriation for fiscal year 1959 could not be 
made up from unexpended balances or the availability of local currencies. With 
a full appropriation of $810 million for fiscal year 1959 the pipeline will be re 
duced to $832 million by the end of this fiscal year. This is a reduction of 28 
percent in 2 years. Local currencies, both those generated through MSP and 
through the Public Law 480 program, have already been taken into full account 
in the careful executive branch examination of requirements for further assist- 
ance in fiscal year 1959. 
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A cut of $135 million means reduction of the aid levels proposed to the Con- 
gress in almost every defense support country. Following are examples of how 
these reductions would have to be applied and of the consequence of such re- 
ductions : 


Spain 


The House reduction in defense support might require a cut of at least $10 
million. This would be a very substantial reduction below the fiscal year 1958 
level of aid to Spain and would come at a time when (a) Spanish gold and dollar 
reserves had dropped below what is generally considered the danger point; (b) 
Spain is making strenuous efforts which are beginning to meet with some success 
to contain internal inflation, step up its exports and in other respects reform its 
financial position; and (c) the air and naval bases constructed over the last few 
years are becoming most useful from a military standpoint. The illustrative 
reduction in aid for fiscal year 1959 amounts to about 10 percent of the total 
balance of payments gap expected in that year. This reduction would have ad- 
verse political and psychological effects inimical to Spanish participation in the 
mutual defense effort. 






Turkey 


A reduction of at least $15 million would probably be required in the proposed 
Turkish program for fiscal year 1959. A stanch member of NATO and the 
Baghdad Pact, Turkey has committed itself to the maintenance of large and 
effective defense forces which are vital to free world security. Turkey has also 
been engaged in an ambitious development program essential to its future well- 
being. The combination of these economic burdens has led to serious financial 
problems which threaten the country’s economic stability. Any reduction in 
the proposed level of defense support would directly and adversely affect the 
economy of the country and its effectiveness as a free world ally. 


Pakistan 


Pakistan’s share of the $135 million reduction in defense support for fiscal year 
1959 would amount to an estimated $17 million. The United States provides 
assistance to Pakistan to enable the country to maintain forces at an agreed 
level and to avoid a serious decline in its economic well-being. The level of 
defense support originally proposed for fiscal year 1959 was not designed to 
provide for economic advance in Pakistan and in fact was based on the assump- 
tion that there would be a further drawdown on the country’s limited foreign 
exchange reserves. Unless a minimum level of economic activity can be main- 
tained, Pakistan’s ability to support its mutual defense commitments will 
deteriorate. In addition, Pakistan’s status as a free and independent nation 
in South Asia would be weakened. 


Korea 


At least $35 million would probably have to be cut from the proposed fiscal 
year 1959 program for Korea. Coming on the heels of a sizable cut that had 
to be made in defense support assistance for Korea in fiscal year 1958, another 
large cut would cripple essential economic activities necessary for military sup- 
port, reduce the supply to the Korean people of basic necessities, and weaken 
the national will to bear the sacrifices so necessary if Korea is to retain its 
position as a bastion of the free world. Reduction in aid would mean lowering 
the level of essential commodity imports and could threaten a resumption of 
the inflationary spiral which last year was brought to a halt for the first time 
since the Korean war. 

Taiwan 

That part of the fiscal year 1959 planned program for Taiwan which would 
provide essential imports to sustain the island’s economy and which also 
generates local currency for the military and civilian budget cannot be reduced 
without serious effects. An estimated reduction of $20 million applied to 
Taiwan would therefore be applied to the investment sector of the program. 
Such a reduction would render hopeless the effort to keep output in step with 
population growth. The cost to the United States would, in the long run, be 
less if assistance is provided for the expansion of basic facilities in the magni- 
tude originally proposed by the executive branch. 


Other countries 


In addition to the reductions indicated above, further cuts would also be 
necessary in order to stay within the reduced appropriation of $700 million. 
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The reduction would dictate a decrease of 20 percent in the planned level of 
assistance to Greece, a reduction of $25 million in the planned level for Vietnam 
and reductions of similar proportions for other countries. The geographic prox- 
imity of these nations to the Communist bloc gives them a special strategic sig. 
nificance and also makes them extremely vulnerable to Soviet pressures. 


ANNEx C 
SPECIAL ASSISTANCE 
THE HOUSE BILL 


The House bill appropriates $185 million for special assistance, a reduction of 


9 percent from the $202.5 million authorized by the Congress and of 13 percent 
from the $212 million originally requested by the President. 


THE EXECUTIVE BRANCH POSITION 


The executive branch urgently requests that the full $202.5 million authorized 
for special assistance be appropriated. The cut suggested by the House appro- 
priation action would require reductions, with serious consequences, in the 
mutual security program in a number of countries. Over 20 countries and world. 
wide or area programs are proposed as recipients for this type of aid. For fiscal 
year 1959 special assistance is not requested for contingency needs but only to 
meet specific and presently identifiable requirements. 

The largest dollar element of the special assistance program requested of 
the Congress is to provide aid to countries in which the United States Air Force 
or other military services maintain strategic base facilities such as those in 
Morocco and Libya. About one-half of the $27 million reduction made in special 
assistance funds for fiscal year 1959 might have to be applied to such countries, 
This in itself threatens the ability of the United States both to help promote the 
continued economic stability of these countries and to obtain he degree of ¢o- 
operation necessary to permit access to and use of these base facilities. In the 
case of Morocco, even assuming there will be no further reduction in the various 
forms of French assistance, any cut runs the danger of affecting the ability of the 
United States to retain on favorable terms, and to use effectively, the five key 
United States military facilities now located in the country. 

Smaller reductions would have to be made in other programs, including those 
in which the United States is helping to equip police or other internal security 
forces which are not under military control. An example of this is the civil police 
program in Latin America. 

Another significant segment of the special assistance program is designed to 
develop or maintain conditions of economic stability where United States sup 
port is essential to continuing a country’s independence, territorial integrity, 
identification with the free world or willingness and ability to resist subversion 
and pressure from the Communist bloc. In past years this type of assistance, 
in countries such as Jordan, Israel, Bolivia, and Tunisia, was imperative to the 
continuation of these countries in their present form or, perhaps in at least 
one instance, to the very existence of the country in any form. <A number 
of countries of this kind are threatened with major problems of economic 
instability which require external resources and special assistance in fiseal 
year 1959. 

A reduction in funds for special assistance would curtail some of the ability 
of the United States to meet certain political, humanitarian, and other objec 
tives which do not fall within the other categories of assistance. An example 
of this is the worldwide malaria eradication program, which was successfully 
initiated in fiscal year 1958 and which needs assured further financing over 
the next several years, if its objective is to be achieved. Other programs in 
this category include a small technical exchange program in Europe, a program 
in Latin America to provide training and civilian type equipment to military 
engineer units for the construction of useful public projects and 
Berlin where the United States still has special responsibilities as 
power. 
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ANNEx D 
CONTINGENCY FUND 


THE HOUSE BILL 


The House bill appropriates $100 million for the contingency fund, a reduc- 
tion of 36 percent from the $155 million authorized by the Congress and of 
50 percent from the $200 million originally requested by the President. 


THE EXECUTIVE BRANCH POSITION 


The full $155 million authorized for the contingency fund must be appropriated 
if the mutual security program is to be able to meet urgent requirements for as- 
sistance which only arise or become firm after the congressional presentation. 
Past experience has proven time and again that, as the fiscal year develops, con- 
tingencies will arise for which funds will be needed. 

In fiscal year 1956 contingencies of this nature required additions to pro- 
grams originally presented to Congress amounting to over $265 million and in 
fiseal year 1957 to about $215 million. For instance, in fiscal year 1956 a de- 
cline in the economic condition of Pakistan after the Congress had acted necessi- 
tated an increase in assistance of about $35 million. Similarly, the Turkish 
financial situation developed in such a way that the illustrative program pre- 
sented to Congress had to be double. The most dramatic of the new require- 
ments in fiscal year 1957 was that of caring for Hungarian refugees, to which 
the United States contributed over $30 million. In addition, assistance of about 
$30 million was extended to Morocco and Tunisia to support their newly ac- 
quired political independence. 

During the past year, requirements of a contingent or emergency nature which 
limited fund availabilities permitted us to meet amounted to approximately $165 
million. These included the initiation of a program of $30 million in Jordan, a 
commodity import loan to Chile, increasing the very limited programs in the 
critical north African area for Morocco and Tunisia, contributing to the support 
of the U. N. expeditionary force in the Suez, and special aid to refugees in Al- 
geria and Hong Kong. 

The $155 million authorized for the contingency fund represents a cut of $45 
million from the President’s request. In its appropriations bill, the House re- 
duced the fund an additional $55 million to $100 million, half of the sum origi- 
nally requested. During fiscal year 1958, with $147 million available for such 
purposes, one of the critical problems facing the executive branch was the inade- 
quate level of funds to meet unforseen and contingency requirements. This 
problem was so critical, in fact, that the executive branch was forced to trans- 
fer $40 million from sorely depleted military assistance funds to meet additional 
defense support requirements. 

The prospect for fiscal year 1959 seems even less favorable since, quite apart 
from wholly unexpected developments, possible new requirements already exist 
which would require well over $200 million. In addition, unforeseen develop- 
ments in the critical situations in north Africa, the Middle Fast, and Latin 
America may very well require substantial United States assistance. From 
experience, it is uncertain whether the amount of those presently anticipated 
requirements which do not materialize together with those which may be met 
through reprograming will leave sufficient funds to meet those requirements 
which are wholly unforeseen at present. However, an appropriation of less 
than the $155 million authorized may mean the difference between meeting or 
failing to meet unpredicted challenges to our security in fiscal year 1959. 

The drastic reduction in the House appropriations bill seems to be based 
largely on the erroneous assumption that these challenges may be met from other 
categories of aid, specifically development assistance, special assistance, the 
Development Loan Fund, and the Asian economic development fund. However, 
the facts are that none of these accounts provide a flexibility or contingency 
fund. The old development assistance account is completely obligated; special 
assistance is fully programed; by statute, the Development Loan Fund is to be 
used for long-term development purposes, not for emergency situations; and $94 
million of the $100 Asian economic development fund has already been obligated 
and is therefore not available. 

The only source from which these challenges may be met is the contingency 
fund. The illustrative programs of military, economic, and technical assistance 
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submitted to Congress for fiscal year 1959 are austere. They were based on 
optimistic assumptions, some of which are already subject to serious doubt. The 
contingency fund is indispensable to augment such programs as these. In addi. 
tion, this fund provides the only resources by which the United States may 
effectively meet emergency situations. If these situations are not met quickly, 


they are opportunities forever lost to the free world and will in many cases be 
exploited by the Communist bloc. 



















ANNEX E 


DEVELOPMENT LOAN FUND 


THE HOUSE BILL 





The House bill provides $300 million for advances to the Development Loan 
Fund, to remain available until expended. This amount represents a reduc. 
or 


tion of $325 million or 54 percent below the amount requested by the President. 


EXECUTIVE BRANCH POSITION 





The House has levied its largest cut, absolutely and percentagewise, against 
the one and only component of the mutual security program which helps the less 
developed peoples of the world to build the productive facilities needed for eco- 
nomic growth. When the Development Loan Fund was established last year, 
such assistance for growth was eliminated from the rest of the mutual security 
program. 

The size of the House reduction is so great as to be interpreted .as a repudia- 
tion of aid for economic development as an important element of United States 
policy toward the less developed areas. The appropriation of $300 million, ag 
approved by the House, would hold development financing by the United States 
below the level which prevailed before the Development Loan Fund was estab. 
lished. 

The apparent explanation for the radical reduction inflicted by the House Ap- 
propriations Committee appears to run as follows: 

According to the budget justification submitted to the House Appropriations 
Committee, it was anticipated that in fiscal year 1958, the Fund would tech- 
nically obligate $125 million of the $300 million appropriated last year. This 
would leave $175 million technically unobligated. The budget justification also 
showed that the Fund would technically obligate $500 million in fiscal year 1959. 
The House committee therefore apparently concluded that it need add only $300 
million of new appropriations to the $175 million technically unobligated to pro- 
duce approximately the $500 million which the budget justification indicated 
the Fund contemplated obligating in fiscal year 1959. 

Acceptance of this form of “logic” would quickly put the Fund out of business, 
It rests on the technicalities of obligations and a failure to recognize how a 
banking institution like the Fund does and must operate. It does not deal 
with the realities of the Fund’s operations. 

These are the realities : 

1. The Fund received an appropriation of $300 million in early September 
1957. It was necessary to establish a new working organization, to advise 
foreign governments of the statutory requirements for applications to the Fund, 
and to wait for applications based on those new technical requirements. The 
Fund therefore could not begin handling lean requests until January 1958— 
with one-half of the fiscal year remaining. During this half year, while the 
Fund technically obligated only $102 million, the loan committee approved addi- 
tional loans totaling $165 million, requiring the commitment or earmarking of 
that amount of appropriated funds. These loans are either awaiting further 
action by the borrower or by the National Advisory Council on International 
Financial and Monetary Problems. 

In short, all of these funds totaling $267 million of the $300 million appro- 
priated were used up and unavailable for use against other loan requests. 

2. When the board of directors of the new Development Loan Fund Corpora- 
tion met for the first time this fiscal year it had available for future use only 
$33 million in total capital and it was confronted by projects totaling $70 million 
on which intensive and favorable staff evaluations had been completed. 

It is apparent from these facts and figures that the $300 million capital made 
available to the Development Loan Fund last year is completely exhausted and 
that this occurred in one half year of actual operation. 
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Two facts are therefore evident: First, the Fund has shown that it can fully 
and effectively act on loan requests at a rate of at least $600 million per year. 
It is not material that technical obligations may be less than this amount. 
Secondly, if the appropriation approved by the House—$300 million of new 
money—should stand, the Fund would have to cut its level of operations in half, 
or, if it continued at the present rate, would have to cease operations after only 
one half year of the fiscal year 1959. 

The capital requirements of the less developed countries are far beyond the 
$300 million which the House would appropriate. In addition to private invest- 
ment and financial support from other sources, they can effectively absorb capi- 
tal assistance from the United States at the rate of at least $1 billion per year. 
These ‘countries have placed before the Fund about $1.7 billion in apparently 
worthwhile applications beyond those acted on in fiscal year 1958, and the Fund 
expects to receive $1 billion more in fiscal year 1959. 

Faced with the prospect of limited assistance from the United States and an 
apparent slackening of interest in their development, many of the less developed 
countries may well be forced, although not necessarily in fiscal year 1959, to 
accept one or more of the following alternatives : 

1. Cutbacks in development programs, thereby creating opportunities for ex- 
tremist—perhaps Communist—political leadership to secure the popular support 
which they have been unable to obtain so long as moderate political leaders gave 
promise of advancing living standards. 

2. Acceptance of greater amounts of aid from, and expanded trade with, the 
Soviet bloc which, if accepted in sufficiently large amounts, might well endanger 
the independence of action of these countries. 

3. Resort to force and regimentation as a last means of increasing production, 
in emulation of Soviet and Chinese Communist examples. 

For these reasons, the executive branch requests restoration of at least the 
$325 million deducted by the House from the fiscal year 1959 request for appro- 
priations for the Development Loan Fund. 


ANNEX F 
DEVELOPMENT LOAN FUND 
THE HOUSE BILL 


The House bill provides a limitation of $1 million on the administrative ex- 
penses of the Development Loan Fund, a reduction of 33 percent below the 
$1,500,000 requested for this purpose. 


EXECUTIVE BRANCH POSITION 


The executive branch urgently requests that the full amount of the proposed 
limitation—$1,500,000—be approved by the Congress. 

The fiscal year 1958 administrative costs of the Development Loan Fund have 
been met from the general mutual security administrative expense appropriation. 
Since the recently enacted Mutual Security Act of 1958 established the DLF as 
a separate Government corporation, fiscal year 1959 administrative expenses 
of the fund will be met from its own capital. The proposed limitation would 
simply place a ceiling on the amount of DLF capital that can be used for ad- 
ministration. The executive branch request is not, therefore, for an additional 
appropriation. 

The proposed fiscal year 1959 limitation of $1,500,000 would provide for a small 
DLF staff—about 50 persons—to process, evaluate, coordinate, and recommend 
loans for approval within established criteria. A staff of this size would require 
the addition of only a few persons above those now on hand. Twenty-six per- 
cent of the total limitation would be required for these personal services. 

More than 60 percent of the total limitation would provide for contractual 
services performed largely by other Government agencies. This emphasis on 
contractual services reflects the basic philosophy of the fund’s organization: to 
rely as much as possible on expertise already available elsewhere in the Gov- 
ernment and to avail itself of savings through the use of existing overhead per- 
sonnel and facilities. 

Almost half of these contractual services would reimburse the ICA for account- 
ing, auditing, and other loan implementation functions. These activities, which 
are needed to assure that funds are used effectively and for the purposes intended, 
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arise only after loan agreements are concluded. Since the fund’s first loan 
agreements were signed late in fiscal year 1958, these funds control activities 
will be performed for the first time in fiscal year 1959. 

The bulk of the remaining funds estimated for contractual services would 
reimburse ICA for the technical review of individual loan proposals and for 
the technical follow-up of approved loans. This activity will increase substan- 
tially in fiscal year 1959, owing in part to the fact that activity in fiscal year 1958 
was limited to about a half year of actual operations and to the fact that the DLF 
was able to finance a number of projects whose engineering had been reviewed 
and supervised by the ICA under previous programs. 

In preparing estimates for its own fiscal year 1959 administrative expenses, 
ICA took these contractual service arrangements into consideration. Thege 
services are therefore provided for only under the proposed DLF administrative 
expense limitation. 

In addition to the $1.7 billion in proposals carried forward from fiscal year 
1958 the DLF estimates that it will receive new proposals totaling $1 billion, in- 
volving hundreds of additional individual applications, before the end of fiscal 
year 1959. Regardless of whether a proposal is approved for loan action, it must 
still be processed. Consequently, the small DLF staff required for such processing 
cannot be reduced, and the major pertion of the proposed House reduction of 
$500,000 would of necessity be applied to reimbursements for the services indi- 
cated. 

As a result, the House reduction would have the following consequences: 


1. A decrease in the extent, intensity and quality of technical review of loan 
proposals. 












2. A reduction in the pace of technical review, thereby creating extended delay 
before applicants could be advised as to the suitability and status of loan pro- 
posals. 


3. A reduction of the extent to which loans already concluded could be closely 
controlled and audited. 


ANNEX G 





Use or Section 402 LocaL CURRENCIES 










THE HOUSE BILL 








The House bill eliminates the provision contained in the last four Mutual Se 
curity Appropriation Acts which restricted the use of local currencies generated 
by sales of surplus agricultural commodities under section 402 of the Mutual Se- 
curity Act to the purposes for which the dollars which financed such sales were 
appropriated, but does not include the provision requested by the executive 
branch which makes clear that local currencies generated by past sares under 
section 402 may be used on the same basis as those to be generated by sales 
financed with funds made available for fiscal year 1959. 




















EXECUTIVE BRANCH POSITION 






The provision requested by the executive branch will eliminate complex prob- 
lems of accounting and administration which arise from the necessity to main- 
tain controls on the use of such proceeds by the particular fiscal year in which, 
and particular appropriation heading under which, they were generated. It 
will also facilitate the constructive use of local currencies accruing to the United 
States Treasury for the purposes of the Mutual Security Act, since in the past the 
restriction has tied the use of section 402 local currencies to provisions of law 
that have become inapplicable or obsolete for the country or area in which such 
currencies are to be spent, and has prevented the use of certain section 402 local 
currencies for the benefit of an area other than that for which the dollars were 
appropriated. The executive branch therefore urges that the following sentence 
be included among the general provisions of the mutual security appropriation 
bill: 

“Foreign currencies heretofore generated under section 402 of the Mutual Se- 
curity Act of 1954, as amended, may, notwithstanding prior provisions of law, 
be used in accordance with the provisions of that section.” 
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ANNEXx H 
CONFIRMATORY PROVISION 
THE HOUSE BILL 


The House bill omits a general confirmatory provision requested by the ex- 
ecutive branch which would provide that the appropriations contained in the 
Mutual Security Appropriation Act shall be available from July 1, 1958, and 
that all obligations incurred during the period between June 30, 1958, and the 
date of enactment of that act are ratified and confirmed if in accordance with 
the terms of that act. 

EXECUTIVE BRANCH POSITION 


The provision requested by the executive branch has customarily been utilized 
when the Mutual Security Appropriation Act is not enacted by the first day of 
the fiscal year to which it applies and when the mutual security program has 
been financed by a joint resolution pending passage of that act. Since this is 
the case in the present fiscal year 1959, the executive branch urges that the fol- 
lowing sentence be included among the general provisions of the mutual security 
appropriations bill in order to avoid any doubt which would arise from its omis- 
sion regarding the status of obligations made during this interim period: 

“The appropriations and authority with respect thereto in this Act shall be 
available from July 1, 1958, for the purposes provided in such appropriations 
and authority. All obligations incurred during the period between June 30, 
1958, and the date of enactment of this Act in anticipation of such appropriations 
and authority are hereby ratified and confirmed if in accordance with the terms 
hereof.” 


ANNEX I 
TECHNICAL DEFECT 
THE HOUSE BILL 


The House bill refers, in the provision regarding the appropriation for mili- 
tary assistance, to “the purposes of title I, chapter 1.” 


EXECUTIVE BRANCH POSITION 


In accordance with the reorganization of the Mutual Security Act, the refer- 
ence should be changed to read “the purposes of chapter I.” 


LABOR-EXCHANGE PROGRAM 


Senator E.venper. Mr. Chairman, I have not had a chance to peruse 
the statement of Mr. VanDyke. I would like to ask him a few 
questions later on. 

Chairman Haypen. Very well. 

Senator Dirksen. You mean the statements before us now? 

Senator E.tenper. No; Mr. VanDyke’s statement. 

Senator Dirksen. That is right. This was Mr. Jandrey’s state- 
ment. I just want to ask a few questions. 

How many French and Italian labor leaders do you expect to bring 
tothis country with the $1 million ? 

Mr. VanDyxe. The $1 million is broken down into 4 parts; a part 
for Austria, a part for France, a part for Italy, and a part for support 
of the regional programs, The amount which will be available for 
France will be somewhere in the neighborhood of $200,000; about the 
same amount for Italy. We would expect to bring about 100 labor 
leaders from each country to this country for training. 

Senator Dirksen. How much of this grant do we pay for? Do we 
pay transportation, lodging, meals? 
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Mr. VanDyxe. I would like to correct this for the record later, but 
my understand is that we pay their expenses in this country only, and 
transportation is paid by the country of origin in French francs or 
Italian lire. 

Senator Dirksen. How long are they here? 

Mr. VanDyxe. The time period varies, but usually, about 6 weeks 
to 2 months. 
AVERAGE EXPENDITURE FOR RACH INDIVIDUAL 





Senator Dirksen. What is the average expenditure for each in- 
dividual ? 

Mr. VanDyxe. I think the per diem in this country is $12 while 
in transit, sometimes $17 per day, Seen on the importance of the 
individual. Normally, I think the figure is $12. 

Senator Ture. However, you do, of course, allow the total expense 
of the person? If you have him in a city like New York, and it costs 
you more per day to keep him there, why, you would pick up the 
entire expense ? 

Mr. VanDyke. No, sir; he gets a specified per diem. If there are 
any out-of-pocket expenses in addition, he is liable for it himself. We 
do pay for transportation between cites in the United States. 

Senator Tryr. If he is staying in a hotel in New York, where the 

‘ate per day would be some $15, would you then expect him to pay 
for his own meals? 

Mr. VanDyke. Yes, sir; normally, we would. 

Senator Tuyr. Normally? I do not quite get the implication of 
“normally.” 

Mr. VanDyke. The Director of ICA can make exceptions to that 
rule, but the exceptions are very few and far between. 
UNDEVELOPED 


AREAS IN EUROPE 


Senator Dirksen. What are the other less developed areas in Eu- 
rope, beside Sardinia ? 

Mr. VanDyxe. That reference applies to Greece and Turkey, in 
both of which countries EPA is beginning a pilot project in a speci- 
fied area similar to the Sardinia experiment. 

Chairman Haypen. The following information has been submitted 
for the record in response to a request made earlier in the hearing: 








UNEXPENDED BALANCES FOR MILITARY ASSISTANCE 
(See p. 95) 
ASSISTANT SECRETARY OF DEFENSE, 


INTERNATIONAL SECURITY AFFAIRS, 
Washington, D. C., July 15, 1958. 








Hon. Cart HAYDEN, 
Chairman, Senate Appropriations Committee, 
Washington, D.C. 

DeEAR Mr. CHAIRMAN: As I explained to you, following hearings on Monday, I 
would like to respond to the question raised by Senator Robertson during Secre- 
tary McElroy’s testimony before the committee on July 9, when reference was 
made to the following paragraph from the report of the Committee on Appropri- 
ations on the mutual security appropriation bill of 1959, identified as House of 
Representatives No. 2048: 

“The unexpended balance for the military assistance appropriation item as 
of June 30, 1958, is estimated to be $3,362,090,000. This amount, plus the recom- 
mended new appropriation of $1,515 million will provide a total of $4,877,090,000 
for future expenditure. The estimated expenditures for this item for fiscal year 
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1959, as submitted to the committee by the Defense Department, total $2,200 
million. Thus, the total available will fund the program into September 1960, 
at that estimated expenditure rate” (p. 5, par. 4). 

Senator Robertson wished to know why it is necessary to increase the military 
assistance appropriation to the amount of $1,605 million authorized by the Con- 
gress if the amount of $1,515 million, recommended by the House Appropriations 
Committee, together with the unexpended balance, would fund the program into 
September 1960. 

The statement quoted would be accurate if funding of the program merely 
involved the expenditure of funds at the projected rate. This simply is not the 
ease, since operation of the program requires that funds be available not just at 
the time equipment is paid for, but at the time orders are placed—a procurement 
process involving an average lead time of 18 months and, in some cases, as much 
as 2 to 8 years. Accordingly, appropriations made available for fiscal year 1959 
will be used for placement of orders throughout the fiscal year; a substantial 
proportion of the equipment on order at the end of fiscal year 1959 will not be 
available for delivery until after September 1960; and funds committed for pro- 
curement of such equipment cannot be expended until deliveries are made. 

This long lead time applies particularly to such crucial items as ships, mis- 
siles, and aircraft, procurement of which must be initiated from 2 to 3 years 
in advance of delivery. Time is essential, also, from the standpoint of our allies, 
for prospective recipients must have adequate opportunity to plan their own 
defense efforts so as to provide for effective use of the equipment upon delivery. 

I, therefore, strongly urge that, in considering the appropriation for military 
assistance, the committee disregard the inaccurate funding concept upon which 
the above statement in the House report is based. 

Since the President’s request for military assistance for fiscal year 1959 has 
already been reduced by the authorizing legislation to $1.605 billion, it will not 
be possible in fiscal year 1959 to place orders for all the modernization items 
which our best estimates indicate are needed to meet essential requirements for 
the years immediately ahead. Further reduction in the appropriation will 
aggravate the problem. I, therefore, urge most strongly that the committee take 
action to obtain an appropriation of the full amount of the authorization. 

Sincerely, 
MANSFIELD D. SPRAGUE. 


Chairman Haypen. Are there any further questions ? 

If not, we thank you, gentlemen. 

The committee will stand in recess until 10: 30 tomorrow morning. 

(Whereupon, at 12:15 p. m., Monday, July 14, 1958, the committee 
recessed until 10: 30 a.m., Tuesday, July 15, 1958.) 








MUTUAL SECURITY APPROPRIATIONS, 1959 


TUESDAY, JULY 15, 1958 


Unirep Srates SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The committee met at 10:30 a. m., pursuant to recess, in room 
F-37, the Capitol, Hon. Carl Hayden (chairman of the committee) 
presiding. ; 

Present: Chairman Hayden, Senators Ellender, Robertson, Young, 
Thye, Dworshak, and Potter. 


MUTUAL SECURITY PROGRAM 
AFRICA 
DEPARTMENT OF STATE 


STATEMENT OF JOSEPH PALMER II, DEPUTY ASSISTANT SECRE- 
TARY FOR AFRICAN AFFAIRS; ACCOMPANIED BY ROBERT G. 
BARNES, SPECIAL ASSISTANT FOR MUTUAL SECURITY COORDINA- 
TION; AND GEORGE DOLGIN, POLITICO-ECONOMIC ADVISER, 
OFFICE OF AFRICAN AFFAIRS 


INTERNATIONAL COOPERATION ADMINISTRATION 


STATEMENT OF STUART H. VanDYKE, REGIONAL DIRECTOR, OFFICE 
OF AFRICAN AND EUROPEAN OPERATIONS; ACCOMPANIED BY 
LEONARD J. SACCIO, GENERAL COUNSEL; J. E. MURPHY, CON- 
TROLLER; AND WILLARD 0. BROWN, ACTING PROGRAM OFFICER, 
AFRICAN AND EUROPEAN PROGRAM STAFF 


DEPARTMENT OF DEFENSE 


HON. MANSFIELD D. SPRAGUE, ASSISTANT SECRETARY OF DE- 
FENSE, INTERNATIONAL SECURITY AFFAIRS; COL. JOE M. WHIT- 
FIELD, DEFENSE COORDINATOR FOR MILITARY ASSISTANCE 
PROGRAM, CONGRESSIONAL PRESENTATIONS; MARKLEY SHAW, 
COMPTROLLER, INTERNATIONAL SECURITY AFFAIRS; AND JOHN 
L. HOLCOMBE, DIRECTOR, OFFICE OF PROGRAMING AND CONTROL 
(ISA) 


AFRICAN PROGRAMS 


Chairman Haypen. The committee will be in order. 
_ The first witness will be Mr. Joseph Palmer II, Deputy Assistant 
Secretary for African Affairs, Department of State. 
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We will be glad to hear from you, sir. 

Mr. Patmer. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, I am glad to have 
this opportunity to appear before you to justify, with respect to our 
African programs, and the administration’s request for the full amount 
authorized for the fiscal year 1959 mutual security program. 

The administration’s request included programs for special as- 
sistance and technical cooperation for Morocco, Tunisia, Libya, and 
Ethiopia. The special assistance reductions voted by the House 
Appropriations Committee would inevitably affect the magnitude 
of these programs. Any reductions from the funds authorized would 
seriously endanger United States objectives in this extremely im- 
portant area. 

The importance of Africa to free world security cannot be over- 
estimated. One measure of its value is ev idenced by the major 
United States air, naval, and communication facilities maintained in 
Morocco, Libya, and Ethiopia. 

The significance of the cape route as an alternative to the Suez 
Canal has been amply demonstrated on more than one occasion. A 
study of the map reveals the causal relationship between African 
stability and peace and that of the European and Mediterranean areas. 
Sub-Sahara’s contribution of strategic raw materials, uranium, dia- 
monds, manganese, tin, copper, chrome, to mention a few is of vital 
importance to free world strength and security. 

In the light of these considerations and of the political, economic, 

and social challenge currently faced by the newly independent and 
self- governing states of Africa, the increased Soviet threat to Africa— 
dramatically trumpeted at the recent Afro-Asian Conference in Cairo 
last December—takes on increased significance. It is increasingly ap- 
parent that the great continent of Africa is rapidly emerging to the 
forefront of world attention. The developments which are taking 
place there are both compressed in time and complex in nature. The 
problems thus created do not lend themselves to easy solutions. 

But unless we can convince the newly independent states—five have 
achieved independence since World War IT, and others are at the point 
of emerging—that we stand ready to help them, our present high 
hopes for a stable and moderate evolution may well be dashed. 

It is, of course, clear that the attainment of independent and self- 
governing status by no means brings in its wake an automatic solu- 
tion to the economic and social problems which demand the atten- 
tion of so much of the African Continent in common with other less 
developed regions of the world. Emerging Africa increasingly faces 
a pressing need for better public health, more extensive education, and 
more diversified economic development programs. In fact, no gov- 
ernment could probably survive for very long which failed to recog- 
nize these requirements and to show progress in their fulfillment. 

The new African states which have emerged, as well as those of 
longer duration, are governed by regimes whic h are moderate, fr iendly, 
and dedicated to the maintenance of their independence. In this we 
are most fortunate for these are tremendous to the free world which 
must be conserved and strengthened. But if these moderate regimes 
are to maintain themselves and justify their present orientation, they 
must be able to demonstrate to their peoples, in concrete and under- 
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standable terms, the advantages of cooperation with the West and 
of the middle of the road approaches to the solution of their current 
pressing problems. 

The United States obviously cannot and should not alone try to 
supply all the external assistance which Africa will require. We have, 
as a matter of fact, long sought to establish the problem of the less 
developed areas as a larger free world responsibility. In no other area 
of the world are other western nations doing more to help the less de- 
veloped regions than in Africa. 


AMERICAN OBJECTIVES IN AFRICA 


United States objectives in Africa are simply stated. As a respon- 
sible world power, the United States seeks to contribute to the peace, 
stability, and prosperity of the African continent. We favor the 
orderly development of the area towards self-government and in- 
dependence. To the extent possible, we stand ready with positive pro- 
grams to assist the newly independent states to remain strong and able 
to work out their own destinies without outside interference by inimical 
interests. 

The United States encourages these developments without seeking 
to displace anyone in Africa. We regard sympathetically the legiti- 
mate aspirations of the African peoples, while at the same time encour- 
aging their retention of mutually advantageous ties with European 
powers. 

We recognize the essentially complementary character of the Eu- 
ropean and African continents. The economies of the European 
powers would suffer greatly if they were denied access to African 


markets, raw materials, and investment opportunities. Africa, at the 
same time, can effectively expand its less highly developed economies 
with the technical knowledge, capital, export markets and manufac- 
tures which Western Europe and the other free world countries are able 
to provide. 


PROWESTERN ORIENTATION OF AFRICA 


The orientation of Africa will, in the long run, depend on where 
the leaders and peoples feel their best interests lie. The ability of the 
West to encourage the prowestern orientation of Africa will, moreover, 
depend less on our ability to convince Africans of the dangers of com- 
munism than on our demonstrating to them in positive terms the ad- 
vantages of cooperation with the West. 

The mutual security program is a vital arm of United States foreign 
policy in Africa. By our special assistance and technical aid we are 
making it possible for the leaders and peoples of Africa to tackle their 
pressing internal problems with a serious hope of meaningful progress 
by nontotalitarian methods. This hope, and the challenge to make 
good on it, offer a healthy focus for the strong nationalism of the newly 
independent peoples—a focus much needed to nullify the appeal of 
irresponsible extremist movements which feed on hopelessness. 

Approval of the 1959 mutual security program for Africa in the 
amounts authorized for special assistance is of signal importance to 
the realization of the objectives of peace and stability in that vital 
part of the world. We must stand prepared to give it sympathetic 
support and assistance if the great potential of a responsible Africa 
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emerging on the world scene is to be achieved in a manner which 
would also benefit the free world. 

Chairman Haypen. Do you have any questions, Senator Robertson! 

Senator Roserrson. No questions. 

Chairman Haypen. Senator Dirksen ? 

Senator Dirksen. Mr. Palmer, the books that were prepared along 
in February contain the same total that were gotten out on the re- 
vised sheets, namely $104,774,000 for the total program. 

That is correct, is it not? 
Mr. Pautmer. That is correct. 










MILITARY ASSISTANCE TO ETHIOPIA AND LIBYA 













Senator Dirksen. Of that whole amount, there will be $6,758,000 
for military assistance to Africa, only two countries. One will be 
Ethiopia and the other will be Libya. 

Mr. Paumer. I believe the figure, Senator, is $7,324,000. 

Senator Dirksen. It is; that is correct. 

Mr. Paumer. Those are the two countries; yes, sir. 

Senator Dirksen. Are you in a position to amplify a little on the 
military assistance? I would like to know a little more about it, I 
think, for the two countries of Ethiopia and Libya. 

Mr. Paumer. Yes. In the case of Ethiopia, Senator, this is a pro- 
gram that we have had in effect for some time. It involves assistance 
to the Ethiopian ground force and limited naval assistance. 

The major purpose is to build up Ethiopia’s internal security capa- 
bility and to give them a capacity to repel external aggression. 

The rational for this is primarily political. We have had very 
close and friendly relations with Ethiopia. We have important fa- 
cilities within that country and we are anxious to assist them in the 
building up of their armed forces. 

Senator Dirksen. We had a MAAG strength there of 43 in 1958, 
What will it be in 1959? 

Mr. Pater. I will have to ask the Department of Defense, first. 

Admiral Brretn. As of the present time it will remain at 48. 
There has been a request for expansion due to the needs of reorganiza- 
tion of the Ethiopian economy. 

An increase of perhaps as many as 12 personnel, but no more, have 
been requested. They have not been approved yet, sir. 

Senator Dirksen. So in 1959 it will probably stand at what number? 

Admiral Brrery. It will stand at 40 or in the process, or course, of 
the year, it could be as high as 60, if this request that is now under 
consideration is granted. 




























AIRCRAFT COMPONENTS FOR ETHIOPIA 





Senator Dirksen. What is their air situation like in Ethiopia, gen- 
erally speaking ¢ 

Mr. Patmer. At the present time they have conventional aircraft. 
They have requested us for assistance in this field, Senator. We have 
agreed to give them jet training this coming year and have indicated 
that depending upon the progress made that we would be prepared to 
contemplate the possibility of furnishing aircraft in the future. 
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SITUATION IN LIBYA 


Senator Dirksen. Generally speaking, what is the situation in 


Libya ¢ 

Mr. Pater. The situation is that Libya at the present time has a 
very smallarmy. It isan army of about ——— men. 

(Discussion off the record.) 

Mr. Patmer. Qur objective is to help the Libyans develop their ca- 
pability for internal defense and internal security and to help unify 
the country. 

At the present time the major forces in Libya are provincial forces. 
Each of the provinces has its own military force. 

As part of the effort to unify the country, the Libyans are planning 
a limited expansion of the central army and it is to this organization 
that we would be rendering assistance. 

We contemplate only assistance to ground forces in Libya at the 
present time. 

Senator Dirksen. So in your whole African program you have a 
little, you have just about $714 million for 2 countries? 

Mr. Patmer. That is right. 


ECONOMIC AID IN AFRICA 


Senator Dirksen. Now, in your economic aid that includes all the 
countries with which we are dealing there, Ethiopia, Libya, Liberia, 
Ghana, Morocco, Somalia, Tunisia. 

Mr. Patmer. That is correct, sir; in some cases these are compara- 
tively small technical-assistance programs. In five cases they involve 
special assistance. 

Senator Dirksen. So the total amount of economic aid envisioned 
here involves $97,450,000. 

Mr. Patmer. That is correct, sir. 

Senator YounG. Do we have any Public Law 480 program in these 
countries in Africa that you are planning economic assistance for? 

Mr. VanDyxe. At the present time, Senator, we are not contemplat- 
ing Public Law 480 sales in these countries. There will be title II pro- 
grams, which are the grant programs under Public Law 480. 

There is very limited buying power in these countries and by and 
large they are self-sufficient in agricultural products. There may be 
exceptions to this as the year goes on, but we are not at the present time 
contemplating any major sales. 


EMPLOYEES IN ETHIOPIA 


Senator Dimksen. How many people do you have operating the 
economic program in Ethiopia ? 

Mr. VanDyke. On the 31st of May we had 74 technicians and 17 
administrative employees, who were United States nationals, sir. 

Senator Youne. That is 91? 

Mr. VanDyke. Yes, sir. 

Senator YounG. That is for your whole economic program, technical 
and administrative ? 

Mr. VanDyke. There are also certain personnel who are loaned to 
ICA from other Federal agencies, a total of 29, which brings the 
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grand total of United States nationals employed by the United States 
Government there to 120. 

In addition to the personnel there are 58 United States nationals 
employ ed by contractors receiving program funds and some United 
States employed local personnel as well. 

Senator Youne. What country is this? 

Mr. VanDyxe. This is Ethiopia. 

Senator Dirksen. This accounts for ———— of surplus; is that 
correct ¢ 

USE OF SURPLUS COMMODITIES 


Mr. VanDyxe. We hope to be able to use in this program ——— 
surplus commodities, probably cotton. 

Senator Dirksen. Out of the total ————, there is ———— for sur- 
plus and ——— in total project assistance, for a total of ———. 


TECHNICIANS IN ETHIOPIA 


You list there technicians, $1,900,000. Is that the cost of all the 
technicians, our cost of technicians in Ethiopia ? 

Mr. VanDyke. Yes, sir; that total covers those employed directly 
by the United States Government. There are some other employees 
on a contract basis which would be shown under the total for con- 
tractual services. 

Senator Dirksen. Who are they? Are they some of these universi- 
ties that send people down there ? 

Mr. VanDyke. Yes, sir; we have a major contract with Oklahoma 
State University to build up the educational facilities, primarily tech- 
nical and agricultural, in Ethiopia. Oklahoma State University has 
assisted in establis hing the Ethiopian College of Agriculture and the 
Agricultural Technical School, as well as several agricultural research 
stations throughout the country. 


RUSSIAN ECONOMIC AID 


Senator Youne. Does Russia have an economic-aid program that 
you know of to Ethiopia ? 

Mr. VanDyxe. There is a Russian-financed hospital, but it was 
established a great many years ago, actually under the Czarist regime. 
It was taken over by the present regime and has been staffed and 
financed by them for a number of years. 

There are also efforts on the part of some of the satellite countries to 
enter into closer economic relationships with Ethiopia. 

The Bulgarian Government, for example, has undertaken to build 
a meatpacking plant in Eritrea 

We get constant reports of various trade and economic activities of 
this nature. 

Mr. Patmer. But nothing very solid that you can put your finger on 
as vet. 

Senator ELtenper. We are not opposing that; are we ? 

Mr. Parmer. No. The Ethiopians, of course, are quite free to make 
such arrangements as they wish. We like to try to make sure that 
they are fully aware of some of the difficulties that this might cause 
them. 

Senator ELtitenper. In what respect? How do you tell them? 
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Mr. Patmer. I would like to go off the record, if I may, sir. 
Senator ELLtenver. No, put it on the record. What is the difference? 

Mr. Parmer. It seems to be quite obvious, Senator, that with respect 
to any area that Soviet technicians and so forth do have possibilities 
for subversion. 

Senator Etitenper. Do they not have it anyhow? Can they not go 
there anyhow? Can they not go all through Egypt, can they not go 
all through the Middle East. whether the Russians furnish them a 
dime, a million dollars, or nothing? 

Mr. Paumer. Yes, they can, Senator. 

As I say, it is merely a question of assuring that people go into 
these things with their eyes open. 

Senator Young. We do not have any hospital programs like the 
Russians do? 

Mr. Parmer. No; we do not. 

Senator Youne. In my observation these school programs are begin- 
ning a lot of good will, and the hospitals, too. The Seventh Day Ad- 
ventists have hospitals in many countries and they do a good job of 
building good will, I think. 

Mr. VanDyke. Yes, sir; with limited funds available we prefer to 
put our money in less expensive things than hospitals. 


HEALTH TRAINING PROGRAM IN ETHIOPIA 


In Ethiopia, for example, we have a health training program which 
operates at the community level, The Public Health College and 

raining Center at Gondar, a project in which we cooperate w ‘ith the 
World Health Organization and the Ethiopian Government, is turn- 
ing out nurses and public health technicians, not full-fledged doctors, 
but people who can go into the villages and give first-aid treatment 
and the rudiments of medicine from which they must begin. 

We wish there were more funds so that we could expand into the hos- 
pital field. 

Given the amount of money we have, we believe the community ap- 
proach i is first priority. 

Senator Younc. I remember especially a hospital the Seventh Day 
Adventists have operating in western Samoa. I never saw doctors 
who worked so hard. Two or three doctors took care of several hun- 
dred patients. They could not help but make friends with their 
program. 

Mr. VanDyxe. They also have a hospital in Addis Ababa that is 
very well regarded. 

Senator Youna. They also have one in Calcutta that I visited. 

Mr. Paumer. They have done very well throughout Africa. 

Senator Youne. In Cambodia the Russians ° were building a four- 
and-a-half-million-dollar hospital. We were providing $40 million in 
economic assistance. The Communist Chinese were spending about 
20 or 24 million dollars there. But I suspect the Russians got as much 
good will with their hospital as we with our larger appr opriation. 

The technical assistance to many countries in the food deficit area 
isa very good program, too. 
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REPORT OF PLOWS AND TRACTORS RUSTING IN ETHIOPIA 


Senator Dirksen. Mr. Palmer, do you care to say anything more 
about the allegation which was made that there were 200 plows and a 
large number of tractors rusting in Ethiopia, but notwithstanding that 
you contemplate buying more plows and tractors? 

Mr. Patmer. I would like Mr. VanDyke to answer that, if he may, 
sir. 

Senator Dirksen. You know of that allegation ? 

Mr. Pautmer. Yes, I do. 

Senator ELtenper. You do not deny it, do you? Of course, that 
came from UNRRA. 

Mr. VanDyxe. The allegation has been that our mission there was 
negligent in making use of certain equipment that had been in Ethi- 
opia since UNRRA days. 

Actually some of the equipment was brought in prior to UNRRA 
days by the Italians. 

Senator Dirksen. Was it Italian equipment? 

Mr. VanDyke. Some was Italian equipment; some was brought 
in by UNRRA. 

Senator Dirksen. We paid for all of it? 

Mr. VanDyxke. We did not pay for the Italian equipment. 

Senator Eitenper. We paid for 78 percent of it, in round figures. 

Senator Dirksen. How long back does this purchasing go? 

Mr. VanDyxe. Some of it goes back to the Italian occupation of 
Ethiopia during the period 1936 to 1941. 

By the time our mission was established in Ethiopia in 1952, the 
equipment was in very bad shape. It was rusted and unused and 
pieces of plows would be in one building and other component parts 
of the plow would be in another building. 


REHABILITATION OF EQUIPMENT 





Our mission saw the opportunity to rehabilitate some of this equip- 
ment. We began a project to train Ethiopians in the rehabilitation 
of the equipment and in its use. 

There are plows in use now, both on private farms and on govern- 
ment farms, which have been rebuilt out of this old rusty UNRRA 
equipment. Rather than criticizing ICA for this activity, it should 
be regarded as an effort on the part of ICA to exploit a resource which 
otherwise would be completely wasted. 

Senator Dirksen. Did we get most of this in operation ? 

Mr. VanDyxe. I am sorry to say that a great deal of it is not in 
operation and a great deal of it is not adapted to use in Ethiopia. 

Senator Dirksen. So somebody at UNRRA was in fault at the first 
instance in ever purchasing that kind of equipment for Ethiopia? 

Mr. VanDyke. It was not a prudent purchase; I think it is safe 
to say. 

Senator ELttenper. Senator Dirksen, that was not peculiar to Ethi- 
opia. You have some tractors and other equipment that were sent to 
other parts that were not fit for use in India, in Greece, and in other 
areas. 

(Discussion off the record.) 
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AGRICULTURAL SCHOOLS IN ETHIOPIA 


Senator Extenpver. As I recall, I visited Ethiopia in 1953, and also 


in 1955. At the time we were in the process of erecting an agricul- 
tural school. 


Have we made any progress ? 

Mr. VanDyke. There are two agricultural schools there, Senator. 
I think the one you refer to is at Alemaya which opened a year ago 
and now has its first class — 

Senator ELLENDER. Then you were supposed to have one in Addis 
Ababa. Has that materialized ? 

Mr. VanDyke. I don’t believe that has been carried any further. 
Iam not familiar with it. There is a vocational trade school at Addis 
Ababa. 

Senator EKitenper. That is it. What progress has been made on 
that building? 

Mr. VanDyke. There has been a teacher training institution opened 
ina town not far from Addis Ababa. 


TOTAL ASSISTANCE AVAILABLE TO ETHIOPIA 
wow 


Senator ELLeNper. Could you put in the record the amount of as- 
sistance made available to Ethiopia since the inception of these pro- 
grams, both economic and military. 

Mr. VanDyke. We can give you that figure, Senator. 

Senator Eutenper. Is it classified 4 

Mr. VanDyxe. We can declassify the economic assistance figure. 
I expect the military assistance figure will remain classified. 

Admiral Brretn. It is classified : yes. 

Mr. VanDyxe. The total economic assistance provided to Ethiopia 
through June 30, 1958 was $26,841,000. 

Senator ELtenper. That includes technical assistance ? 

Mr. VanDyke. Yes, sir; over about a 6-year period. 


COUNTERPART FUNDS PROGRAM 


Senator ELLenper. Is that handled in the same manner as in other 
areas of the world where they buy goods and generate counterpart 

Mr. VanDyxe. During fiscal year 1958 we » began to move toward 
that kind of program. There was $600,000 worth of cotton sold 
to Ethiopia under section 402 last year, and we expect to sell 
additional amounts in 1959. 

Senator Ettenper. As I recall the aid given was more or less direct. 
There were no counterpart funds in that part of the program. 

Mr. VanDyxe. That is correct. 

Senator ELienper. So you started the counterpart fund program 
this year? 

Mr. VanDyxe. Yes, sir; 1958 was the first move we made in that 
direction under section 402 


ACCELERATION OF PROGRAM 


Senator ELttenper. Are you accelerating that program now! EKco- 
nomic assistance in 1958 was $4,854,000 and —§ in 1959. 

Mr. VanDyxe. That is correct. 

Senator ELLeNnpEerR. Does that ———— include technical assistance? 
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Mr. VanDyxe. That is right. Of that 
for technical assistance. 

That pays for the services of United States technicians, both those 
under direct employment by the United States Government and thoge 
under contract, such as the Oklahoma State University personnel, 

Mr. VanDyke. The total for economic assistance includes some 
commodities, supplies and equipment that are needed in connection 
with this program. 
Senator ELLENDER. 


—_—, ———— is programed 








How much is used for commodities? 





SUPPLIES AND EQUIPMENT 
































Mr. VanDyxe. We are anticipating about ———— dollars will be 
used for the category of supplies and equipment. 

Senator Exrenper. What items are included in the category sup- 
plies and equipment ? 

Mr. VanDyxe. Demonstration equipment, teaching materials, and 
so on. 
ECONOMIC AID TO MOROCCO 






Senator Dirksen. I notice that nearly half of the total economic aid 
scheduled for Africa will go to Morocco because you have a rather 
substantial military assistance program there, too. Could you not 
comment a little on the necessity for ———— in economic aid for 1959! 

Mr. Pater. I will be happy to. I would just like to say, Senator, 
we have no military assistance program in Morocco. 

Senator E.tenpver. That is right; it is economic entirely. 

Mr. Pater. That is right. 

This figure, Senator Ellender, is a reflection of a number of things, 
partly a Teflection of the fact that we have, as you are aware, some 
very important strategic facilities within that country. 

We are proceeding on the principle, which I think is a sound one, 
that if Morocco is going to cooperate to make these facilities available 
to us that we should show ourselves responsive to their future needs 
in economic development programs. 

The figure of ———— represents both a political and economic judg- 
ment as to what we think will be required in Morocco next year to 
continue their development program and to maintain our position 
with respect to these facilities. 


FUNDS FOR PURCHASE OF SUGAR 


Senator Dirxsen. Do I read that figure correctly, and your justifi- 
cation is ——— for sugar; is that correct ? 

Mr. VanDyxe. That is correct. 

Senator Dirksen. Meaning what, ——— for the purchase of sugar? 

Mr. VanDyk&e. Yes. 

One of the principal imports of Morocco, one of the things that 
they are not self-sufficient in is sugar: they use great quantities of it 
in theirtea. They drink a great deal of very sweet tea. 

Senator Dirksen. — What kind of fuel is that ? 

Mr. VanDyxe. That will be petroleum. 

Senator Dirksen. What are the raw materials and semifinished 
products? 













MUTUAL SECURITY APPROPRIATIONS, 1959 245 


Mr. VanDyke. That might include such things as timber and steel 
arts. 
Senator Dirksen. All right. 


AID ON LOAN BASIS 


Chairman Haypven. Do you have counterpart funds for the sugar 
and petroleum ? 

Mr. VanDyxe. So far the Moroccans have preferred to borrow 
these dollars rather than to request them as grants. When we loan 
the dollars, counterpart is not generated. 

We have not prejudged the issue for 1959, whether the money will 
be made available on a loan basis or on a grant basis. It will depend 
in large part on the wishes of the Moroccan Government. 

If the money is made available on a grant basis the normal counter- 
part arrangements will apply. 

Senator Dirksen. You mean some of this is in the form of loans? 

Mr. VanDyke. To date all but $100,000 of the commodity assistance 
which has gone to Morocco has been in the form of loans. 

Senator Dirksen. What about fiscal 1959? 

Mr. VanDyxe. As I say, that will depend on the negotiations 
which have not yet been held. 

Senator Dirksen. What do you anticipate? 


SPECIAL FINANCIAL ARRANGEMENTS 


Mr. VanDyxe. Well, it is rather hard to anticipate. This is com- 
plicated by the special financial arrangement which Morocco has with 
France. Morocco is a member of the French franc area. It does 
not have its own dollar pool. 

So, if a loan is made payable in dollars, the dollars come out of 
the central franc pool. 

Morocco’s ability to make foreign currency repayments is condi- 
tioned by its relationship with the france area. 

Senator Dirksen. Now, I have only one other question. I think 
you ought to give us a little more information on Tunisia. 

Senator Extenper. I would like to ask a few questions about 
Morocco. 

Senator Dirksen. Yes. 

Senator ELLENpER. How much of this money is being used to pay 
for the use of the bases we have in Morocco? 


CONTINUED USE OF BASES 


Mr. Paumer. None of it is being directly used for that purpose, 
Senator Ellender, but obviously, as I indicated before, it certainly 
does have a bearing on our continued use of the bases. 

Senator Exvienper. Is that all that is being made available to 
Morocco? Will Morocco get anything from the contingency fund? 

Mr. Pautmer. The funds that we are talking about here, Senator, 
the figure of which is classified, would all come out of special 
assistance. 

Then in addition there is some money for technical assistance and 
these items represent the only assistance to the Moroccan Government 
by the United States Government. 
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Senator E.tenper. So the entire sum that goes to Morocco then is 
reflected in the figures we have been discussing, 

Mr. Pater. That is correct. There is, of course, some indirect 
benefit to the Moroccans as a result of local spending by our forces 
there. 

Senator Exxtenper. I understand that. Without that, why, their 
economy would be in a sad plight. 





REASON FOR INSISTENCE ON 





LOAN BASIS AID 


Now, is it not a fact that the reason why Morocco is insisting on a 
loan is that they want to remain more or Jess neutral ? 

Mr. Parmer. It is because they want the minimum of conditions at- 
tached to the extension of aid. 

Senator ELttenper. Exactly. They want the money to spend as they 
desire and that, I presume, is the same as we are doing for Jordan. 

Are you familiar with the Jordan situation ? 

Mr. Patmer. I am not familiar in detail with the Jordan situation. 

Senator Eiitenper. They accept our money there, but they want to 
remain neutral. They want to use it as freely as possible. 

I presume that same situation prevails in Morocco. 

Mr. Patmer. I would just like to say, Senator Ellender, that they 
have never put it, I think, quite in these terms. 

Senator ELtenper. I know, they do not, but that is what it means, 
You do not expect to collect on the loan, do you? 

Mr. Pavmer. I think we have made it clear to them that we expect to 
collect it back; yes, sir. 

Senator ELtenper. What kind of loan have you made to them? 
Was it a government loan ? 





GOVERN MENT-TO-GOVERN MENT LOAN 





Mr. VanDyxe. This is a government-to-government loan which is 
handled in the same way as other mutual security program loans are 
handled. It is administered by the Export-Import Bank. 

Senator E,ienper. The cash is given directly to them to be used as 
they may desire ? 

Mr. VanDyke. No, sir; we issue what we call procurement authori- 
zation, which make available to them specific amounts of money for 
specific types of procurement. 

Senator Exienper. Such as the sugar that Senator Dirksen re- 
ferred to? 





BREAKDOWN OF FISCAL 





YEAR 1958 





AID 





Mr. VanDyxe. I can give you the breakdown for fiscal 1958, which 
totals $29.9 million. Of that $1014 million is section 402 surplus agri- 
cultural commodities; $914 million is sugar; $2.3 million was raw ma- 
terials; $4.6 million, machinery and vehicles; and about $3 million, 
other industrial commodities. 

Senator ExLtenprr. The surplus agricultural commodities which 
you refer to come under section 402 of mutual security. 

Mr. VanDyxe. That is correct. 

Senator ELitenper. Do you know whether or not they obtained any 
surplus commodities under Public Law 480? 
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Mr. VanDyxe. No, they did not, although there was the expecta- 
tion that they might. 
Senator Youne. Could I ask this question before you leave the 
subject ? 
DUE DATE FOR REPAYMENT OF MOROCCAN LOAN 


When is the first payment due on the loan to Morocco? 
Mr. VanDyke. There is a grace period of 4 years. 
Senator Younc. The first payment is not due yet ? 

‘Mr. VanDyxe. No, sir, not on the principal. 


INTEREST RATE 


Senator Younec. What interest rate does it draw ? 

Mr. VanDyke. The rate on the fiscal year 1958 loan is 314 percent. 

Senator ELLenper. Then repayable in their own currencies? 

Mr. VanDyxe. The loan made this year is repayable in either dol- 
lars or Moroccan francs. 

Senator ELLeNnper. How was it the year before? 

Mr. VanDyke. The previous year’s loan was repayable in local cur- 
rency or dollars. I think we should make it clear we do not turn over 
dollars as cas sh to spend as they see fit. We spend the funds for specific 
items. This is worked out with the Moroccan Government. 

The loan is handled administratively by the Export-Import Bank, 


but the funds come from this appropriation. The Export-Import 
Bank acts as our agent in making the loans. 


USE OF LOCAL-CURRENCY REPAYMENTS 


Senator Youne. If they repaid in currencies while we had bases 
there. we could make use of their local currence y! 

Mr. VanDyxe. That isa potential use; yes. 

Senator Youne. Are there any str ings tied to the use of this money ? 

Mr. VanDyxe. We have undertaken to consult with the Moroc- 
can Government at their request on the use to be made of the repay- 
ments when they fall due, beginning 4 years from now. 

Senator Youne. If they repay us in their own eurrency, there will 
be strings attached to it and we cannot use it anyway / 

Mr. VanDyxe. It is quite clear that we have the final decision 
as to how the money will be used, but, as a matter of practice, we 
have agreed to consult with them on these uses if they request such 
consult: ation. 

PERIOD OF LOAN 


Senator Tuyr. Mr. Chairman, just one final question. For what 
period of time are these loans made ? 

Mr. VanDyxe. The term of the loan is 40 years. 

Senator Toyz. When do they commence their first payment ? 

Mr. VanDyxer. The payments on the principal are to begin 4 years 
from the date of the first disbursement under the loan. 

Senator Tuyr. Thank you. 

Senator Dirksen. I have only one more question, Mr. Chairman, 
and this I will ask off the record. 

(Discussion off the record.) 
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INDUSTRIAL LOAN CONSULTANTS 


Senator Dirksen. I see you have some technicians assigned as in- 
dustrial-loan consultants. Is that for consulting on making loans 
to small, potential industries being set up there ? 

Mr. VanDyxe. Yes. One of the first uses to which the Tunisian 
Government was to put counterpart funds generated under this pro- 
gram was to finance a small load fund in the new industrial develop- 
ment bank. The present capital of the fund is $3 million dollars in 
Tunisian francs from this program. They are now beginning a pro- 
gram of making small-business loans to Tunisians with our assistance, 


PROGRESS IN GHANA 


Senator Dirksen. Again, Ghana, was newly established. What 
progress are you making there ? 

Mr. Paumer. Ghana was newly established about 18 months ago. 
Since that time, they have been taking steps to consolidate their po- 
litical status as an independent state and have, also, shown some con- 
siderable concern about developing their country. They have been 
fortunate thus far in that cocoa prices have been high and they have 
been able to set aside a considerable amount for their own economic 
development. 

We do not contemplate any economic assistance to Ghana other 
than technical assistance at the present time, although they have 
expressed interest to us in the Volta River project which they are 
extremely anxious to realize for the development of the hydroelectric 
resources and the extensive bauxite deposits in Ghana. This is a very 


ambitious and very costly project. Its feasibility depends largely 
upon whether or not private American and other aluminum interests 
might feel that this was an economic undertaking, from their point 
of view. 

But, generally speaking, I think the progress has been good in 
Ghana on all fronts. As you undoubtedly know, the Prime Minister 
is coming here on a visit to this country later this month. 


BLUE NILE BASIN INVESTIGATION IN ETHIOPIA 


Senator Dirksen. What has your mining survey this year on 
Ethiopia developed, if anything? You have what you call a Blue 
Nile mining investig: ition. 

Mr. VanDyre. It is not specifically a mining investigation. 

It is designed to look at the resources available in the Blue Nile 
Valley, primarily the water resources. The program is not far enough 
along yet to determine what might come out of it, but we hope, in the 
process, not only to determine the water resources and the geological 
resources of this large area, but, also, to develop an Ethiopian Depart- 
ment of Natural Resources which can carry on the work of develop- 
ment in that area. We believe there is tremendous potential. 

Senator Dirksen. You carry that under “Minerals and mining, 
Blue Nile River Basin investigation” ? 

Mr. VanDyke. Yes, sir; this is an investigation comprising an 
aerial survey, a ground survey, and a water survey, as well as the train- 
ing of Ethiopian nationals to carry on the development of that area. 

Senator Dirksen. I think that is all. 
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Senator Dworsuax. Mr. Chairman, I would like to ask Mr. 
VanDyke for some testimony on a subject which has caused great 
eoncern to me recently. 


CRITICISM OF ICA POLICIES AND PROGRAMS 


Frequently, we hear criticism that ICA goes in and encourages 
policies and programs which subsequently become a real problem. 

I want to review a little publicity and refer to a letter I received 
from ICA on June 17 and I want some clarification. 


ENCOURAGEMENT OF COFFEE PRODUCTION 


On coffee, under date of June 11, I have a United Press dispatch : 


Representatives of 24 nations, including the United States, opened discussion 
today on economic problems created by a growing coffee-exporting rivalry be- 
tween Africa and Latin America. The United States is taking the unusual step 
of participating in an international commodity conference in the hope of easing 
the crisis facing the Latin American coffee producers. Assistant Secretary of 
State Thomas Mann in an opening speech to the group expressed hope that an 
early solution to the rivalry can be found to greater cooperation between Africa 
and Latin American growers. 

Representatives of Britain, France, Belgium, Holland, and Portugal were on 
hand to speak for their colonies in Africa. Sixteen Latin American nations, the 
United States, Ethiopia, and Australia completed the list of participants. Up 
to now Africa, proud of its newly developed coffee industry, has refused to par- 
ticipate in any agreement with Latin American nations. 


Then on July 8, in the Wall Street Journal, there was a brief com- 
ment which said: 


African coffee growers more popular. 
It had thiscomment: 


Most African coffee has gone into soluble and bagged coffee. Africa will now 
probably top 8 million 1382—pound bags this year, up from 3 million bags as 
recently as 1945. 


Now, I have sent an inquiry to the ICA and Deputy Director for 
Congressional Relations, Jameson, sent me a letter. I will quote as 
follows: 


The cooperative coffee project in Ethiopia was initiated in June 1954. Its ob- 
jective has been the improvement of coffee quality through the demonstration of 
improved harvesting and processing methods and the use of small-farm produc- 
tion units to alleviate the dependence on jungle coffee as the main source of supply 
of Ethiopia’s most important crop. 

Since its initiation the United States portion of the project has consisted of 
the services of two United States technicians and a total contribution of $8,000 
to a joint fund account for the operation of the project. 


Then Mr. Jameson ealled attention to the various amounts made 
available for coffee development in countries in South America, 
with Bolivia receiving $4,018,000 and also providing $1,393,000 for 
Liberia. 

COFFEE PRODUCTION IN COMPETITION WITH LATIN AMERICA 


Now, if you put all these different nations together, it would appear 
that in its zeal to expand the influence of ICA and spend money we 
have gone into Africa and encouraged the production of coffee in di- 
rect competition with the Latin American producers. 

Now, you have created a problem and it will take more money, we 
have created friction and the calling of this conference in which the 
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United States is participating would indicate that we have a coffee 
problem on our hands. 

Now, what can you do to clarify that; tell us what ICA has done, if 
anything ? 

Mr. VanDyxe. I would like to preface this by saying I am not a 
coffee expert. 

Senator DworsHaxk. Do you have a coffee expert? ICA does not 
necessarily need experts to engage in various projects. 

Mr. VanDyxe. We do recognize that there is a worldwide coffee 
problem. That is why the United States Government participated in 
this study conference. 

I hope some guidance to United States policy will come from that 
conference. 

I would like to state that my general knowledge of the coffee situa- 
tion does include the fact that there are three main types of coffee of 
which two types are in surplus and the third type probably will be in 
shortage as coffee consumption increases. 

It is this third type of coffee which is produced in the African high- 
lands. So the fact that we are encouraging some coffee production in 
the highlands of Africa does not necessarily mean we will add to the 
coffee problem. 

Senator DworsnaKk. Do the Latin American coffee producers agree 
with you that there should be expansion of coffee production in 
Africa? 

Mr. VanDyrxe. I don’t think they could seriously oppose the pro- 
duction of mild coffee, which is also produced in the high areas of 
Latin America. 


This is a problem of which we are very conscious and I assure you 
it will be given attention. 


CREATION OF PROBLEMS FOR SOUTH AMERICAN PRODUCERS 


Senator Dworsnak. It seems in the 12-year period if the output of 
coffee has been increased from 3 million to 8 million bags in Africa, 
that there is potential competition there for the Latin American pro- 
ducers which will inevitably bring controversy and some turmoil. 

It seems to me that this typifies the inept policies of ICA frequently 
to go into an area ostensibly to encourage the development of policies 
to strengthen the economy, but which in reality are adversely affect- 
ing other countries. 

So when you help a certain area in this instance to produce more 
coffee, you are creating problems for the producers in South America. 

Is that not true? 

Mr. VanDyke. I would certainly agree that our activity in the 
coffee field ought to be on a selective basis. We should not encour- 
age the production of the two types that are in world surplus. 


UNITED STATES PARTICIPATION IN COFFEE CONFERENCES 


Senator DworsHaxk. The fact that the United States is participat- 
ing in conferences would indicate we have some responsibility or at 
least the recognition that we helped to create this problem, or we 
would not be in the conference. Is that not obvious? 
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Mr. VanDyxer. We are very much aware of the problem, Senator. 

Senator DworsHak. It seems to me that ICA would accomplish a 
great deal more then and avoid unnecessary problems if it would be 
more realistic in planning some of these policies and not try to help 
countries in one area to the disadvantage of countries in another area 
encouraged in the same industries. 

Senator ELtenper. How about our own country, Senator? 

Senator DworsHak. I have forgotten that. We are not in the 
foreign-aid program. We may be someday, but not yet. 


VOLTA PROJECT 


Senator Ettenper. I want to ask about the Volta project. I under- 
stood that some British concerns were trying to get finances together 
for that project. What has become of that, do you know ? 

Mr. Patmer. I believe, Senator, that there is no such present plan 
on the part of any British firm. 

Senator E.tenper. I was informed recently, that the plan had been 
abandoned and effort will be made in the future to get our Govern- 
ment to loan money in order to erect that facility. 

Mr. Patmer. I think the primary effort at the present time is to 
interest aluminum interests in the project. 

Senator ELLENpER. You mean that is Ghana’s plan ? 

Mr. Parmer. That is Ghana’s plan; yes, sir. 

Senator ELLenper. Now, I notice that your technical assistance 
program is starting off with 

Was any money spent there before when it was the Gold Coast ? 

Mr. VanDyxe. Yes, sir; we did have a program in conjunction 
with the British Government. 

Senator ELLenpER. As I remember, you had quite a few people there. 
Did you use the same force that you had there previously, that is whey 
it was known as the Gold Coast instead of Ghana? 

Mr. VanDyxe. We had no administrative people in the area. We 
did have technicians. Just when Ghana became independent and 
the name changed from the Gold Coast to Ghana, we were on the 
point of signing agreements with the International Development Serv- 
ice and with the Near East Foundation to send contract technicians 
in there. 

TECHNICAL COOPERATION PROGRAM IN GHANA 


Those contracts were signed with Ghana as the successor to the 
U. K., and there are now 14 technicians there on a contract basis 
with these 2 organizations. 

Senator Exiienpver. These funds of $1,200,000 will be used to dis- 
charge those contracts. 

Mr. VanDyxe. Those contracts are self-contained. They may be 
extended when they expire. 

Senator Etienper. That is the purpose of this money. 

Mr. VanDyke. Yes, sir; this will continue technical cooperation in 
the field of agriculture primarily, but perhaps also in industry, trans- 
portation, health, education, and so on. 

Senator Ex:enper. Is Ghana on the list to obtain any of our surplus 
commodities ? 

Mr. VanDyxe. Not at the present time. They are self-sufficient in 
most of their food needs. 



























252 MUTUAL SECURITY APPROPRIATIONS, 1959 








Senator Extenver. The only thing contemplated for Ghana, then, 
is technical assistance ? 

Mr. VanDyxe. Under this particular program. There may be 
some Development Loan Fund financing for the area. 

Under this particular program the only thing contemplated is 
technical assistance. 

Senator Extenper. Is Ghana on the list to receive any special assist- 
ance, or aid from the contingency fund ¢ 

Mr. VanDyxe. No, sir; there is no money programed under the 
special assistance category for Ghana. 

Senator E.tenper. And no military assistance of any kind? 

Mr. VanDyxe. No, sir. 

Senator ELLenper. Thank you. 

Senator Dirksen. Mr. Chairman, let me ask at this point in the 
hearing: 

How much ground do we have to cover this morning ? 

Chairman Haypen. We are supposed to take up Africa, Near East, 
and south Asia. Near East will be a very interesting problem right 
now. 





GAO CHECK 





ON AFRICAN PROGRAM 


Senator Dirksen. I have one more question. 
Has the General Accounting Office checked your African program, 
either spot-checked or otherwise. 

Mr. VanDyke. Our programs in Africa are so new that I don’t 
think there has been a General Accounting Office check on it. 

Senator Dirksen. Very well. I think that is all. 

Senator ELttenper. Ethiopia is the oldest one there? 

Chairman Haypen. Who is going to discuss the Near East. 

Mr. Mureny. Mr. Donald Kennedy of the State Department is here 
and Mr. John Bell of ICA, regional director for Near East. 


PREPARED STATEMENT 


Mr. VanDyxe. Mr. Chairman, I have a prepared statement which 
I will put at the disposition of the committe for any use it might see 
fit. 

(The statement referred to follows :) 


STATEMENT OF STUART H. VANDYKE, REGIONAL DIRECTOR FOR AFRICA AND EUROPE 
INTERNATIONAL COOPERATION ADMINISTRATION 

Africa 

The changes taking place in the economic life of Africa are no less significant 
for the United States and the free world than the political changes which are 
occurring there. Our economic assistance program for fiscal year 1959 is pre- 
pared in recognition of the strong United States interest in the course of 
African economic development, and the necessity to support that interest firmly 
and assist in training the skilled local personnel essential to African progress 
and development. 
Scope of programs and progress to date 

About 2 years ago our African programs were limited to small technical co- 
operation programs in Liberia, Ethiopia, Somalia, Libya, and a few pilot proj- 
ects in British African territories, and a small development assistance program 
in Libya. During the past 2 years, these programs have accelerated and new 
programs have been introduced in Tunisia, Morocco, and Ghana. 

Although expenditures have been low compared to the vast measure of the 
job to be done, a useful start has been made toward reducing some of the major 
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obstacles to economic growth in Africa, and programs to date have already 
achieved several broad and important results. Mutual security funds have 
financed the shipment to North African countries of vital imports which have 
helped moderate governments, disposed to friendly and cooperative relations 
with the United States, to survive in the face of economic difficulties. Technical 
assistance has helped in the maintenance of essential government services. Eco- 
nomic progress and political stability have thus been supported while the rela- 
tively new governments of Libya, Morocco, and Tunisia have launched the 
longer term process of economic development in which our special assistance 
and technical cooperation programs are beginning to play a role. In North 
Africa as well as in Africa South of the Sahara there is a growing realization 
among the African peoples that friendly United States help can assist them in 
equipping themselves to manage their own affairs successfully. They realize 
that they can have this assistance without sacrificing the freedoms that they 
have recently won, or are seeking. The achievement of this realization through 
our programs is a tremendous psychological and political asset to the United 
States. But it places upon us a responsibility to follow through with reason- 
able support when the newly developing African countries ask for our con- 
tinued help. 


Proposed fiscal year 1959 appropriations 


Our proposals for fiscal year 1959 are shown on page 122 of the Europe and 
Africa presentation book. Special assistance and technical cooperation totaling 
$97.5 million is requested for fiscal year 1959. This compares to $72.9 million (re- 
vised) in fiscal year 1958, $61.5 million in fiseal year 1957 and $12.8 million for 
fiscal year 1956, yractically all in north African countries. 

The principal increase is in our fiscal year 1958 proposal for special assistance, 
$83 million compared to $61.9 million (revised) in fiscal year 1958. The largest 
part of this increase would support urgent needs to the newly independent North 
African countries, which are being subjected to the greatest internal and external 
political strains in their efforts to develop. Economic difficulties in these coun- 
tries increased the need for fiscal year 1958 special assistance by about $24 million 
over the illustrative program presented here last year. While our fiscal year 1959 
proposal was carefully estimated in the light of presently foreseeable require- 
ments, emergency, needs may again arise next year which can be satisfied only 
from an adequate contingency reserve. The proposed increase in technical 
cooperation is from $11.1 million (revised) in fiscal year 1958 to $14.5 million in 
fiscal year 1959. 


Proposed fiscal year 1959 program composition 


All of the fiscal year 1959 technical cooperation funds requested, $14.5 million, 
and about one-fourth of the special assistance funds, $21.2 million, would be used 
to support the development of specific projects, principally in agriculture ($11.0 
million), industry and transport ($10.2 million), and education ($6.6 million). 
The remainder of the special assistance funds, $61.8 million, would finance general 
commodity imports which will generate local currency for development projects. 
Over half of these dollars would be used for imports of industrial machinery and 
equipment, raw materials and fuels; a third would be used for the import of 
agricultural commodities including surplus commodities under section 402. 

The functional purpose of 45 percent of the technical cooperation funds is to 
finance the services of about 420 United States employed technical specialists in 
the fields of education, public health, industry, agriculture, resource develop- 
ment, and public administration. Another 20 percent would be used to finance 
contract services, principally with United States universities to assist in strength- 
ening educational institutions. Somewhat over 10 percent would finance train- 
ing in the United States and Europe for key Africans, principally in the fields 
of public administration, agriculture, health, and education. The remainder 
of the funds would be used for contributions to cooperative services, demon- 
stration supplies and equipment, and other costs. 

In agriculture, emphasis is upon projects to establish extension services for 
disseminating up-to-date techniques. In dry countries, efforts will continue to 
support the control and development of water supplies through irrigation and 
well drilling. In education an effort will be made to step up teacher training, 
especially training teachers to teach other teachers. Major public health projects 
would help continue the battle against specific diseases, such as trachoma and 
sleeping sickness, which lower productivity or prevent the settlement and de- 
velopment of whole areas rich in potential economic resources. Industrial as- 
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sistance centers upon advice and proper organization for the development of 
indigenous enterprise and the creation of an inviting climate for private for- 
eign investment. A prominent part of the general technical assistance effort 
would be to assist the government to organize and plan properly for economie 
development. 


Status of pipeline 


The pipeline of unexpended obligations for African economic assistance was 
expected to be about $65 million at the end of this fiscal year, about 70 percent 
representing recently obligated fiscal year 1958 funds. The estimate now needs 
to be revised upward as a consequence of the increased level of special assist- 
ance made available to Libya and Tunisia subsequent to preparation of the fiscal 
year 1959 presentation book. The bulk of the commodities for which most of 
these additional fiscal year 1958 obligations were made will be delivered during 
fiscal year 1959. 

Although the African pipeline has been gradually expanding—along with the 
growth in the total size of the African programs—its estimated level for June 
30, 1958, represents only about three-fourths of a year’s money at the program 
level proposed for fiscal year 1959. It may represent an even smaller portion 
of annual program requirements if, as is quite possible, new contingency require- 
ments develop that are not specifically provided for in the presentation book 
except through the request for a contingency appropriation under the mutual 
security legislation. 

This pipeline, and the new obligations proposed for fiscal year 1959, are the 
minimum funding needed to sustain the flow of commodities, technicians and 
participants required to achieve the program purposes described in the various 
country sections in the Europe and Africa presentation book before you. 
Effect of aid cuts 

A cut in the proposed fiscal year 1959 special assistance for Africa could have 
serious consequences. The programs proposed for Morocco and Libya in fiscal 
year 1959 have anticipated increased requirements over 1958 as a result of the 
rapidly changing North African situation and the challenge of Soviet economic 
penetration, and increasing political tensions. If these funds cannot be pro- 
vided, some essential commodity imports generating local currency to assist in 
financing development projects would have to be eliminated. This would limit 
our ability to assist the economic development programs in North Africa which 
are essential to the maintenance of political and economic stability and the 
continued use of military bases there. 


Conclusion 


The programs presented here are intended to enable the United States to 
make an effective response to growing needs of newly progressing Africa. The 
firm support of this purpose will go a long way to assure a stable, friendly Africa 
as the peoples of that continent become a greater political and economic force 


in the world. 
* Pa * * a * + 







ATTACH MENT——AFRICA 


Until a year ago, African programs were limited to technical cooperation in 
Ethiopia, Liberia, Libya, Somalia, and a few projects in the British overseas 
territories, plus a start on development assistance in Libya. Since then new pro- 
grams have been undertaken in Tunisia, Morocco, and Ghana. Although we have 
barely begun to plant the roots for future growth and fruitful economic coopera- 
tion between Africa and the United States, some of these roots are already quite 
sturdy. A good start has also been made in activities to encourage the expan- 
sion of private business enterprise in Africa through such measures as smaii in- 
dustry loan funds, development banks, agricultural credit institutions, and en- 
eouragement of governments to create a legal and administrative climate that 
will stimulate the growth of domestic and foreign enterprise. A start also has 
been made in demonstrating measures to make better use of scarce water sup- 
plies in arid or semiarid regions of Africa—an activity of great economic impor- 
tance. Schools have been established and others strengthened to provide badly 
needed agricultural and other vocational skills, as well as basic education. In- 
roads have been made into debilitating diseases such as malaria, trachoma, and 
diseases caused by intestinal parasites, and the African peoples are being equipped 
with the tools and know-how to carry forward this fight to create healthy popu- 
lations. A start has been made in assisting the inventorying of African resources 
and the improvement of transportation and communication facilitites. 
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Accomplishments to date with some specific examples from the longer estab- 
lished programs are described in the following pages. 


Ethiopia 


One of Ethiopia’s basic problems is the extreme shortage of persons having the 
knowledge and the skills needed for economic development, political integration, 
or social advancement. Education is one of the sorest needs of the country. It 
has been estimated that 95 percent of the population are not able to read and 
write any language. 

As a first step toward meeting this problem, the United States and the Ethi- 
opian Government agreed in 1953 on a program for training schoolteachers. 
$400,000 technical cooperation funds were provided over fiscal years 1955 to 
1957 for United States technicians and other costs, while the Government of 
Bthiopia contributed $200,000. An additional $200,000 of equipment was financed 
from fiscal year 1957 defense support funds. Enrollment of trainees in teacher- 
training schools has increased eightfold from 118 in 1952 to about 940 at present. 
Enrollment of schoolchildren has about doubled in the same period, from about 
70,000 to about 140,000. The annual output of trained teachers has grown from 
30 to 400. 

As a further pilot activity, 2 vocational trades schools were opened, 1 in 
Asmara in 1956, and another in Addis Ababa in 1957. These schools teach 
mainly the building and industrial trades, in which there are shortages of skilled 
technicians. In 1957, the Addis school graduated its first class of 86 trainees 
and the Asmara school 68, a total of 154. Fourteen of the graduates are now 
working side by side with the American instructors, and it is planned to turn 
over the teaching duties entirely to Ethiopians by 1960. 

These and other education projects have meant that there is now operating 
in Ethiopia, for the first time, a systematic though still very modest program 
to establish and staff a modern educational system, attuned to the needs of the 
country and staffed by Ethiopians. United States assistance has played a 
major role in this change. For example, ICA recently began the first program 
in Ethiopia for the preparation of secondary schoolteachers. At the present time, 
all secondary teachers are third country nationals, and 45 percent of the Educa- 
tion Ministry budget is spent on that 10 percent of its teachers of all types who 
are foreigners. 

Another major problem in Ethiopia is the very low agricultural productivity 
which results from archaic methods and implements, poor seed, diseased live- 
stock, and a lack of knowledge of how to cope with destructive pests. Production 
in many areas is at a very low subsistence level. Very little surplus beyond 
home needs is available for barter or sale in the country us a whole. Ina country 
whose economic activity is limited almost solely to agriculture, this situation 
means abject poverty. 

Through a contract, signed in 1952, with the Oklahoma State University, the 
United States undertook to help Ethiopia bolster its agriculture. One of the 
main activities of the university is the firm establishment of the Agricultural 
Technical School at Jimma. The function of this school and related projects is 
training Ethiopians to teach diversification and better methods of production, 
and to develop the considerable agricultural potential of the country, thereby 
raising the nutritional level, improving productivity, and increasing the cash 
value of marketable crops. This school opened in 1952 with 80 students. Since 
then it has graduated 4 classes, totaling 121, and now has an enrollment of 215 
students drawn from most of the provinces of Ethiopia. The school’s current 
operating costs, other than the salaries of the American faculty, are being borne 
entirely by the Ethiopian Government. All administrative positions have been 
staffed with Ethiopians. ICA assistance to this project is scheduled to end in 
1960, by which time qualified Ethiopians are expected to fill the teaching posi- 
tions as well. These will be either graduates of the Agricultural College, also 
supervised by Oklahoma State, or advanced students returned from abroad after 
having completed their training abroad under our participant program. So far 
82 participants have been sent for foreign training in agriculture. 

The Imperial Ethiopian College of Agriculture and Mechanical Arts was opened 
at Alemaya in 1956. Its first class of 11 students graduated in 1957. Enrollment 
in the regular 4-year course is now 100. It is expected to double in the 1958-59 
school year, and to more than treble by 1961. 

These institutions are being supplemented by several agricultural research 
stations established under the Oklahoma contract, and by a program to train 
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extension agents. About 60 agents have been trained over the past 3 years, and 
about 25 more are being trained each year. 

The Oklahoma contract activities are establishing the basic institutional 
foundation for a later widespread dissemination of agricultural know-how that 
will raise the Ethiopian farmer from his traditional status of grinding poverty 
and ignorance. The contract has cost about $2.1 million of technical coop- 
eration funds through fiscal year, 1957, plus $320,000 defense support funds for 
equipment, while the Ethiopian Government has contributed about $1.6 million. 

A new “wet method” for processing coffee has been introduced by ICA that 
uses small, inexpensive, locally managed units, and does a greatly improved 
job of keeping the processed coffee clean, dry, and of uniformly high quality, 
Twenty-seven Ethiopian agricultural extension workers have so far been trained 
in the new method. They have taught it and have operated small processing 
plants in various provinces. One hundred small processing plants using the new 
method were added during the latest coffee-harvesting season, bringing the total 
now in use to 150. The quantity of coffee processed by the new method has risen 
from 300 tons in 1956 to 1,500 in 1957. The value of coffee processed by the new 
method is reported to be as much as 25 percent per pound over that of the ordinary 
Ethiopian coffee, It is estimated that even without increasing the volume of 
coffee exports, this improvement alone could add as much as $14 million annually 
to the value of Ethiopian coffee sales on world markets, while improved harvest- 
ing and marketing methods being demonstrated can greatly increase the supply 
for export, This possibility prompted two different inquiries to the Development 
Loan Fund, one from a commercial exporter, the other on behalf of a group of 
Ethiopians interested in forming a producing and marketing cooperative. 

Coffee-development work for 3 years through June 1957 has cost about $300,000, 
including about $200,000 of United States technical cooperation and defense 
support funds and $100,000 of Ethiopian funds. 

The high incidence of debilitating illnesses (e. g., intestinal parasites and 
malaria) and the lack of knowledge of the basic principles of sanitation and 
health hinder the people from developing the degree of effectiveness needed for 
economic advancement. The extreme shortage of doctors, nurses and trained 
public-health technicians has heretofore prevented any significant improvement 
in the situation. It is estimated that in the country as a whole there is 1 doctor 
for every 100,000 people; in rural areas, the ratio is about 1 to 400,000. 

Public health projects have constituted an important part of the ICA program 
for Ethiopia since 1952, at a cost to the United States of $949,000 through fiscal 
year 1957. Such projects can help increase productivity and have significant 
impact on economic development and general stability. Over the past 5 years, 
the program has concentrated on malaria control and training public health 
teams. 

The malaria control program, in operation for 2 years in coordination with 
WHO, has so far provided protection for about 80,000 people in the 2 im- 
portant development areas of Dembia and Kobo-Chercher. About 800 square 
miles of agricultural land has been made usable as a result of this activity. 
Sixty-five Ethiopians have been trained in malaria survey and control techniques. 
A much enlarged program is expected to be implemented as part of the world- 
wide eradication program. 

The Public Health College and Training Center at Gondar was established in 
1953 as a joint United States-United Nations-Ethiopian project. It was located 
in renovated Italian hospital buildings and was staffed with 7 United Nations, 
7 United States and 6 other technicians. It graduated its first classes in 
August 1957, consisting of 20 health officers, 15 community nurses and 12 sani- 
tarians. Forty-one Ethiopians have been or are being trained abroad in publie 
health subjects. The Integue Menen Nursing School in Asmara, established in 
1954, provides 4-year training and now has 49 student nurses enrolled. 

Reference should be made to a criticism of the ICA program in Ethiopia. It 
has been alleged that our mission was negligent in not making use of certain agri- 
cultural equipment that has been rusting away since UNRRA days. Actually 
some of this equipment was left in Ethiopia by the Italians as long ago as 1941, 
and some by the United Nations Relief and Rehabilitation Administration in the 
immediate post-World War II period. Much of it was, in any case, unsuited to 
Ethiopian farming conditions. By the time our technical assistance mission was 
established in Ethiopia in 1952, the equipment was so damaged by lack of use and 
exposure that it was not usable. 

Recognizing the potential value of the equipment, an ICA project was initiated 
in 1953 to use some of this abandoned machinery for training purposes, and to 
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renovate any available items that were needed and could be made usable again. 
Ethiopian mechanics are being trained in renovating and maintaining the equip- 
ment. Some of it has been turned over to farm machinery centers, where demon- 
stration and training in its use and maintenance will be conducted, and from 
which farmers will be able to rent equipment for use on their own farms. 


Somalia 


In Somalia, ICA programs have concentrated principally on the country’s over- 
riding need for water. In certain areas, large numbers of cattle have died each 
year from lack of water. The initial effort in 1954 was concentrated on a well- 
drilling project using the services of 3 American technicians to train Somalis to 
operate and maintain modern drilling equipment and to plan drilling operations. 
In addition to its training function, the project was intended to demonstrate what 
could be done on a countrywide scale in developing underground water supplies, 
with particular attention to the most critical areas. Some wells were also drilled 
in village to demonstrate how water supplies could be improved for domestic use. 
Complementary instruction on the installation, operation and maintenance of 
pumps was given to 43 Somali students during the period January-April 1957. 

The United States contributed $125,000 in fiscal year 1955 and $268,000 2 
years later for equipment, both contributions being matched by the Italian Trus- 
teeship Administration. In addition, United States technician cost was $120,000 
for the same period. The demonstrations were so successful that the Somalia 
administration launched a broad program of well drilling. Under this pro- 
gram, over 150 successful deep and shallow wells for livestock and domestic use 
have been completed and are currently producing over 750,000 gallons of water 
per day more than before the program—an amount sufficient to water 150,000 
head of cattle. Water is, in fact, being provided for the first time in many 
areas. Livestock losses from exhaustion or thirst during migrations, which 
sometimes ran as high as 15 to 20 percent, have been reduced materially. The 
cessation of tribal warfare over water, and declines in disease, are other evi- 
dent benefits of this program. The demand for an expansion of the program 
led the Italian Trusteeship Administration to purchase 3 new drilling rigs in 
the United States and budget an additional $357,000 annually from its own de- 
velopment funds to expand the work of well drilling which originated under our 
technical cooperation program. 

The well-drilling activity is integrated with other water development and con- 
servation measures, such as building stock ponds, rehabilitating low-lying areas 
where water collects, and constructing river diversions for the grazing of cat- 
tle. Large storage basins are being developed in areas where the best natural 
pastures exist, and thousands of cattle are moving into such areas, in many cases 
away from the overcrowded areas nearer deep wells. The economic effects of 
this program are reflected in increasing exports of live cattle, which have 
trebled since the well-drilling program was started. 

Another related project, in irrigation, was designed to improve the standard 
of living of some 9,000 native families living adjacent to a European area. For 
years these people worked on irrigated farms belonging to Europeans, and at- 
tempted to develop their own areas through irrigation. They had not been 
successful due to lack of understanding of engineering principles and inability 
to finance construction of the main features of the system. 

Under financing provided by the Somalia Development Fund, to which the 
United States and Italy contributed equally, $36,000 was made available for the 
purchase of equipment, and the equivalent of $188,000 in local currency for labor 
costs, to start the development of an area of 15,000 hectares, and provide neces- 
sary structures to irrigate the lands and protect them from floods. The United 
States also provided technicians costing $130,000 over the 3 fiscal years 1955 
to 1957. Twenty-five percent of the area is covered with bush and has not 
been farmed, because the native farmers found it impossible to convey water to 
those areas. Under the project most of the area will be brought under irriga- 
The work achieved under this project allows uncertain cultivation of dry crops 
to be replaced with assured production. The result is reflected in an increased 
overall production of grains and seeds estimated at 20 percent during the 1954— 
56 period by the Somali Minister of Economie Affairs. The production of food 
grains in 1957 was 547,502 tons larger than in 1956, an increase in production 
of approximately 75 percent, largely attributable to this irrigation development. 
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Liberia 

Ten years ago, there were almost no roads in Liberia. Transportation is, of 
course, a requisite to economic growth. But equally important in Liberia, the 
lack of transportation made it difficult for President Tubman to carry out hig 
policy of national unification, designed to break down the economic, social, and 
political barriers separating the ruling minority in the coastal areas from the 
tribal peoples in the interior who represent the bulk of the population. 

Recognizing the need, the Liberian Government has undertaken a major pro- 
gram of road construction utilizing outside sources of capital. Among these, 
the Export-Import Bank has made loans to the Government of Liberia totaling 
some $20 million for highways, on the understanding that ICA would provide a 
supervisory group of United States technicians. ICA’s function is to improve 
the capacity of Liberia’s Highway Division to handle major construction and 
to train a Liberian staff capable of supervising road maintenance work. The 
work has three phases: planning the road network, design and construction, 
and maintenance. The first has been largely completed. 500 miles of road have 
been constructed, 200 miles are now under construction, and 800 miles have been 
proposed. The Highway Division has been partially trained in design and con- 
struction work, and increasing emphasis is being placed on maintenance training. 
This activity has cost $1 million of technical cooperation funds over the fiscal 
years 1952-57, while the Liberian Government contributed $4 million for related 
technical cooperation project activities. 

Dramatic results are already visible although major construction started only 
5 years ago. As the roads penetrate the interior, an awakened populace has 
become receptive to new ideas of health and sanitation, education, and general 
betterment. Private rubber farms soon become established along the road and 
commercial trading activities increase as the possibilities for exploiting the 
agricultural and mineral wealth open up. Without roads, the rapid growth in 
gross national product in recent years would have been impossible. 

Liberia’s tribal people speak a variety of local dialects, and only 5 percent of 
the population is literate in the national language, English. The remote village 
of Sanoquelle provides an example of how the desire for education is spreading. 
Until the central road was built a few years ago, there was no way to get to the 
village. But when the road was built, the people decided they wanted to learn 
how to read. 

In talking to the villagers, ICA’s education adviser found that they were 
willing to provide unskilled labor, mud blocks, sand, gravel, and other locally 
available building materials to construct schools. So a rural education project 
was initiated in 1956. The Liberian Government agreed to supply hard-to-get 
materials, technical supervision, and skilled labor. Living in this community 
for weeks at a time during the construction work, ICA’s technician coordinated 
these efforts with the result that today Sanoquelle is the focal point of a complete 
rural school district; 1 central 8-grade school and nine 4-grade schools in the 
surrounding villages. The cost to ICA through fiscal year 1957 has only been 
about $30,000. 

The pattern established in Sanoquelle, with a large measure of village self- 
help, will form the basis for extending public elementary education throughout 
other rural areas as these are opened up by the system of highways. 

It seems clear now that, along with bricks and mortar, economic development 
requires above all educated, skilled people. Lacking such people, Liberia until 
recently has been relying almost entirely on foreigners to do technical jobs. 
Liberia did have a small vocational high school, founded in 1929 with the help 
of various United States philanthropic organizations, but the small number of 
graduates of this school, the Booker Washington Institute, was clearly not 
meeting the growing need as investments multiplied in Liberia during the post- 
war period. 

Agreement was reached with the Government of Liberia in fiseal year 1952 on 
the desirability of expanding the facilities and improving the scope and quality 
of instruction at BWI. Following a survey of the situation, a contract was 
signed in 1954 with Prairie View College of Texas A. and M. to undertake this 
work. The first group of technicians arrived in the next year and construction 
of new buildings began. By the end of 1957, the full complement of 23 tech- 
nicians from Prairie View had arrived and a complex of new school buildings, 
dormitories, and workshops had been nearly completed. Furnished with wooden 
furniture made from Liberian timber and equipped with tools and some ma- 
chinery supplied from the United States, the school symbolizes the joint efforts of 
Liberia and the United States in furthering the country’s economic development. 
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Courses in electricity, auto mechanics, and agriculture have drawn the largest 
enrollments. Students are also being trained in secretarial sciences, carpentry, 
machine shop practice, masonry, and cabinetmaking. There is strong loca? 
interest in this project. Liberian appropriations have been adequate and the 
public associates the growth of the school with national economic development. 
The cost of this project to the United States has been $1 million since fiscal 
year 1952. Referring to BWI as the source of Liberia’s future technicians, the 
President of Liberia in making the commencement address in November 1957, 
predicted that “BWI is to be developed into one of the technical colleges of 
the world, serving not only Liberia, but all mankind.” 

Liberia has vast unutilized timber resources—but until recently no one knew 
what kinds or quantities of timber were in the largely unexplored interior. And 
there was the danger that the unprotected forests would be ravaged when ex- 
ploitation did get started. At the request of the Liberian Government, ICA 
undertook in 1952 a forestry project with a triple objective: to delineate na- 
tional forest boundaries, determine which species were commercially exportable, 
and train Liberians to survey and manager their forest resources. After passage 
by the Liberian Legislature in 1952 of a forest conservation law, drafted by 
ICA’s forester, survey work got underway. Liberians have been trained to 
the point where they now perform all of the survey work with only a minimum 
of supervision. They will complete establishment of 4 million acres of national 
forest in the coming year. One hundred and thirty-three thousand dollars 
technical cooperation funds have gone into this project in the fiscal years 
1952-57, while the Liberian Government has contributed about $300,000. 

Meanwhile, investigation has revealed that Liberia has a number of valuable 
tropical hardwoods, which could yield the Government as much as $2 million per 
year in revenues. Although there is some production of lumber for local use, 
insufficient information about technical characteristics of the timber and in- 
adequate transportation have prevented exploitation for export. To continue 
the investigation and do forest conservation work, 32 Liberians are being trained 
at a school of forestry, which ICA helped establish in 1955. A strong esprit de 
corps exists among these forestry students, who are being instructed by teachers: 
provided by Food and Agriculture Organization of the United Nations. This: 
school is the only one of its kind in West Africa, and, although only Liberians 
are currently enrolled, it is expected that soon students will be attracted from 
other African countries. 

Libya 

Libya achieved independence on December 24, 1951. The new country began 
with little of the basic foundations for economic viability and development. It 
had poor soil resources, no known mineral wealth, over 95 percent illiteracy, a 
very low level of skills, no governmental experience, and inadequate funds to 
finance normal government costs, not to mention development requirements. 

The United States effort to help at first was confined to technical assistance. 
Economic assistance has also been provided since 1955. Total United States 
assistance over the 7 fiscal years to date has been about $75 million, including 
$34.6 million of development assistance, $13.3 million of technical assistance, 
$10 million of Public Law 480, title II wheat, and $17 million from special funds. 
This United States support complemented a United Kingdom contribution of 
about the same magnitude. 

Outside assistance has provided from 30 to 40 percent of Libya’s ordinary 
budget expenditures, and all of its development program, and has made possible 
substantial economic progress. National product is estimated to have increased 
almost 50 percent between 1954 and 1957. ICA programs have made a major 
contribution to this growth. They have also helped to make a significant start 
on the long-term job of providing basic education and the many technical and 
administrative skills needed to enable Libyans to successfully manage their own 
affairs. This has been an important factor in maintaining Libya’s pro-western 
government and acceptance of strategic Wheelus Field—the largest American 
airbase outside of the United States. 

A fundamental Libyan economic problem is the scarcity of land suitable for 
cultivation or grazing, while 90 to 95 percent of the population is dependent upon 
agriculture. The tiny areas which are considered suitable for crops or grazing 
are low yielding, as a result of overgrazing, wind and water erosion over the 
centuries, recurring droughts, hot winds and sandstorms of varying degrees of 
intensity. However, the most serious impediment to agriculture in Libya is the 
scarcity of water. 











260 MUTUAL SECURITY APPROPRIATIONS, 1959 


To conserve the limited supply of water and bring soil erosion under control, 
USOM/Libya and the Libyan Government have undertaken the construction of 
dikes across seasonal water courses (or wadis) to retard the flow of water, 
thus increasing the amount of water penetration of the soil and the amount of 
soil retention. During the past year, in the Province of Cyrenaica, about 29 
miles of dikes were built, creating a flood area of about 5,800 acres of land. 
This doubled yields of wheat and barley—from 10 to 20 bushels per acre—and 
brought an increase in farmers’ incomes of about $20 per acre at present prices. 
The cost of building the dikes is estimated at about $40 per acre—or only 2 years’ 
increase in yield. Where farmers could be persuaded to switch from their 
usual wheat and barley crops to melons and vegetables, the increase in incomes 
received per acre was much higher; in one instance a farmer grossed approxi- 
mately $250 per acre from melons and corn on a 2-acre plot flooded behind a 
dike. 

Based upon these demonstrated results, a larger Self-help element is being 
introduced into the dike-building program, both in the construction of new dikes 
and for their maintenance. The idea is catching on well. Farmers to whom 
self-help was new have been induced—with ICA assistance in materials and 
technical direction—to renovate and put into use large Roman underground 
cisterns to collect and conserve more water. 

While very encouraging, such results represent only a beginning. There are 
at least several hundred thousand acres of land located in wadi bottoms in Libya 
that could be so developed as to double incomes, and in some cases increase in- 
comes by 10 times or more. Only about 1 percent of this potential has been 
realized so far. But it is by far the most important 1 percent, as it has shown 
what can be done. 

Another major requirement in Libya is trained people to assume the administra- 
tive and technical responsibilities that are presently carried largely by foreigners, 
and to build the educational base for an economically productive population. 
While literacy has increased in recent years, it is still estimated at only about 10 
percent. 

To help Libya deal with this problem, the United States has provided through 
1957 about $4 million for school facilities and equipment, and over $2 million 
technical assistance funds for advisers and teacher training. At the primary 
level, it has been possible to increase school enrollment from 37,000 in 1952 to 
77,000 in 1957, so that about 65 percent of Libya’s primary school children are 
now attending school. Asa result of the teacher-training program, it is estimated 
that Libyan primary teachers graduating after this year will begin to replace 
third country nationals, and take care of anticipated increased enrollments. En- 
rollment in grades 7 to 11 has risen from 795 in 1952 to 4,229 in 1957; vocational 
school enrollment has gone from 357 to 872, and teacher training school enrollment 
from 255 to 1,300 in the same period. While the quality of the instruction now 
being given is substantially better than that given 5 years previously, it still needs 
to be improved, and there is also a need for substantial expansion in secondary 
and other school facilities. 

To sum up the results of this Libyan/American cooperation in tackling the 
basic education problem: the outlines of the total job to be done have been drawn 
up; an effective start has been made in accelerating pupil enrollment at the 
various educational levels; Libya’s present primary-school teacher requirements 
are well on the way to being satisfied, a start has been made toward meeting 
secondary school teacher requirements, and the basis is being laid for expansion 
of the supply of teachers with the demand; a start has also been made toward 
meeting requirements for vocational training in agriculture and other trades, 
though much remains to be done in this vital educational sector; and a program 
to expand and strengthen university level training is in its early stages. 

The Libyan program provides a typical example of Point 4 accomplishments in 
the fight against disease. Trachoma, which attacks the eyes, is one of the most 
serious diseases afflicting the Libyan population, not only in terms of its incidence 
but also from the standpoint of the human suffering it causes and the economic 
losses it brings. 'To deal with this disease, our mission to Libya is assisting the 
Libyan Government to carry out a control program, involving preventative and 
curative activities. This program has already reduced the incidence of trachoma 
among schoolchildren by 75 percent. Although curative treatments and educa- 
tional work directed toward eliminating the filth condition and personal hygiene 
habits so largely responsible for trachoma infections will continue to be needed 
for years to come, the overall incidence of the disease is rapidly being reduced 
to manageable level. 








MUTUAL SECURITY APPROPRIATIONS, 1959 261 


Overseas territories 


ICA programs in the British African territories represent only a small effort 
compared to the work the territories are already doing for themselves with sub- 
stantial assistance from the United Kingdom. Both technical cooperation and 
development loan requests from the territories are for assistance in projects 
included in existing development plans or related closely to them. ICA is as- 
sured, therefore, that its aid is complementing development already under way, 
on a sound basis. 

The extent to which the territories are helping themselves is indicated by 
the fact that the 4 territories in the illustrative fiscal year 1959 program are 
spending in the order of $40 million a year for agricultural and educational 
development. The ICA technical cooperation programs in these territories, 
which are concentrated in these 2 fields, has been just over a half million dol- 
lars a year in the past 2 years. These limited funds provide particular types 
of skills with new ideas and approaches that would not be available otherwise. 

An interesting example of the contribution that technical cooperation pro- 
grams can make is provided in Kenya. The economic advancement of the 
African peoples of Kenya, and the achievement of political stability there de- 
pend, to a large extent, on effective resettlement of native farmers on pro- 
ductive land holdings. Several activities are now under way in which ICA is 
assisting the Kenya Government to achieve this objective. 

A ground survey of 187,000 acres and aerial photography of 1,597 square 
miles was completed in 1956 and 1957 as the basis for a land use and resettle- 
ment program to effect land consolidation along with crop rotation and soil 
conservation measures on the African-farmed land in Kenya which is potentially 
high yielding. In the course of this work, 136 Africans were trained as survey 
assistants. A research station has also been established, which will obtain in- 
formation on soils, on the crops best suited for them, and on the development 
of irrigation farming. From April 1956 to December 31, 1957, the main canals 
on an experimental irrigation scheme were completed, with field layouts includ- 
ing minor canals and drains on some 1,200 acres, and 178 Africans have been 
assigned 2-acre holdings. This work has tripled crop yields compared to the 
previous yield from the haphazard cultivation on nonirrigated farms. Paral- 
lel work on improving pasturelands has already demonstrated some startling 
results in recovery of natural grasses when livestock is excluded for one grow- 
ing season. 

ICA is also assisting in the establishment of farm institutes in Kenya to train 
qualified Africans in the actual operation of small farms while they are also 
taking instruction in crop and animal husbandry, soil conservation, farm ma- 
chinery, farm planning, and several other subjects, in order to develop African 
agricultural leaders and teachers. One such training center is now in operation. 
Fifteen students completed the first training course in November 1957. 

The African peoples of Kenya are showing great interest in these activities. 
They are demonstrating what can be done to meet Kenya’s pressing land problems. 
Under the resettlement program, extensive new acreages of coffee, tea, vegetable 
crops, fruits, nuts, maize, potatoes, and grasses have been established, and out- 
standing yields are being obtained. Livestock are being included in the program 
to provide meat, milk, labor, and manure. The many hundreds of farms now 
operated by African farmers under this program, and the enthusiasm everywhere 
to get the land consolidated and planned, illustrates the widespread African de- 
sire to own and farm the land in a proper manner. 

The Federation of Rhodesia and Nyasaland has reached a stage of economic 
development beyond that of most of Africa, in that there is a substantial growth 
in transportation, communications, and power, as well as a sizeable and expanding 
supply of skilled labor. Well developed plans are in operation to expand these 
facilities further. Yet most of the Federation’s development potential is still 
to be realized. 

In this circumstance, there should be good opportunities for private investment. 
To assist in working out ways and means of attracting private capital investment, 
the ICA agreed to make available to the Federation the services of an investment 
adviser. This project started in fiscal year 1956 and involved expenditures 
of $23.000 for a period of 14 months for 1 consultant. During this period, the 
consultant, formerly on the staff of the Northern Trust Co., of Chicago, surveyed 
and advised local government, business, and financial groups on numerous in- 
vestment prospects, and developed a number of specific opportunities that he 
believed would be of interest to American and other foreign investors. These 
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include a plant for production of ammonia and other chemicals; operation of 
currently Government-run telephone and telegraph systems; banana plantations; 
a chrome processing plant; production of fiber glass; food processing; plastics 
production ; road-construction contracts ; secondary iron and steel industries; the 
building of shopping centers; and establishment of a pulp and paper mill. 

This project has helped make it possible for the Government to pursue more 
actively its policy of enlarging the private investment sector. The Government 
has been operating certain services, mainly because initially there were no pri- 
vate companies prepared to do so. Now there is a definite program to transfer 
to suitable private owners the various business owned by the Government, 
with the exception of statutory commissions marketing agricultural products, 
Recently, negotiations were completed for the sale of the Government steel 
plant to a group headed by Lancashire Steel and including Messina, the Anglo- 
American corporation, the American-financed Rhodesian Selection Trust group, 
and others. An investigating committee has recommended the sale to private 
enterprise of the Catoona spinning mills, and besides American interest in the 
telephone system, the Government has considered certain proposals made by a 
British airline regarding the Government-controlled national airline. Moreover, 
the Government is quite active in encouraging new private investment projects. 
For example, engineers’ reports are supplied to interested companies overseas, 
the Government cooperates in making economic surveys, and transport is freely 
provided for investigating teams. 


Near East anp Soutn Asta 


DEPARTMENT OF STATE 


STATEMENT OF DONALD KENNEDY, DEPUTY ASSISTANT SECRE- 
TARY FOR NEAR EASTERN, SOUTH ASIAN, AND AFRICAN 
AFFAIRS; ACCOMPANIED BY L. WADE LATHRAM, DIRECTOR, 
OFFICE OF NEAR EASTERN SOUTH ASIAN REGIONAL AFFAIRS; 
AND ROBERT G. BARNES, SPECIAL ASSISTANT FOR MUTUAL 

SECURITY COORDINATION 


INTERNATIONAL COOPERATION ADMINISTRATION 


STATEMENT OF JOHN 0. BELL, REGIONAL DIRECTOR, OFFICE OF 
NEAR EAST AND SOUTH ASIA OPERATIONS; ACCOMPANIED BY 
LEONARD J. SACCIO, GENERAL COUNSEL; J. E. MURPHY, CON- 
TROLLER; AND ALBERT E. FARWELL, CHIEF, NEAR EAST AND 

SOUTH ASIA PROGRAM STAFF 


DEPARTMENT OF DEFENSE 


HON. MANSFIELD D. SPRAGUE, ASSISTANT SECRETARY OF DEFENSE, 
INTERNATIONAL SECURITY AFFAIRS; REAR ADM. CHARLES K. 
BERGIN, USN, DIRECTOR, NEAR EASTERN SOUTH ASIAN REGION; 
COL. JOE M. WHITFIELD, DEFENSE COORDINATOR FOR MILITARY 
ASSISTANCE PROGRAM, CONGRESSIONAL PRESENTATIONS; JOHN 
L. HOLCOMBE, DIRECTOR, OFFICE OF PROGRAMING AND CONTROL 

(ISA); AND MARKLEY SHAW, COMPTROLLER, INTERNATIONAL 

SECURITY AFFAIRS 


GENERAL STATEMENT 


Chairman Haypen. Do you havea statement, Mr. Kennedy ? 
Mr. Kennepy. Yes, sir, Mr. Chairman. 
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Chairman Haypen. You may proceed with your statement. 

Mr. Krennepy. I would like to preface my prepared statement by 
one or two oral comments. 

Chairman Haypnen. Your prepared statement may be included in 
the record if you so desire. 

Mr. Kennepy. I should like to say that the statement I was prepared 
to read into the record was made up prior to the events of the last few 
days concerning Iraq and Lebanon. Therefore, my remarks deal pri- 
marily with the need for adequate defense support and special as- 
sistance funding for the area, without taking into account at this point 
the events of the last few days. 

I must say that I, of course, cannot state at this time what these events 
may mean in terms of their effect on the proposed programs. 

I cannot help but note, however, that the current situation under- 
scores the changing and unstable condition and character of the area. 
This, in itself, emphasizes the need for adequate mutual security fund- 
ing to make possible the furthering of our interests, including the 
need for full contingency funding. 

This is an area in which it is extremely difficult to anticipate fully 
the needs and the requirements. 

Senator DworsHaxk. Can you tell us how long we have been oper- 
ating in that area with this foreign aid program ? 

Mr. Kennepy. It varies by country. Mr. Bell has the table here, 
if you wish to have the details. 


SIGNIFICANCE OF MIDDLE EAST DEVELOPMENTS 


Senator DworsHaxk. Does it make logic for you to say that these 
developments indicate the need for expanded activity? It would 
seem to me if we have spent a lot of money conducting programs there 
in the past, recent developments would indicate a complete failure of 
the policy to achieve any worthwhile objectives. 

How much have we spent in Iraq? 


EXPENDITURES IN IRAQ 


Mr. Bretx. In Iraq we have had a small technical assistance pro- 
gram since 1952. Some purely technical cooperation programs. 

Senator Ettenper. You have had military assistance, too? 

Mr. Betz. Yes. I am talking about purely nonmilitary aspect. 

Senator Youne. The British have had a program, too. 

Mr. Bett. The British have been active in Iraq for a long time and 
they have had a big interest in that country. 

The obligations have been by fiscal year, beginning in 1952, $456,- 
000; in 1953, $2,149,000; in 1954, $2,194,000; $2,869,000 in 1955, and 
$2,101,000 in 1956, $3,543,000 in 1957, and $1,114,000 in 1958. 

Senator DworsHak. Are those total expenditures for all categories? 

Mr. Bett. Those are obligations. The last figure I gave you was 
an incomplete one, through March 31. 

For fiscal year 1958 the complete figure was $2,765,000. 
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PROVISION OF TECHNICIANS 


Senator Dworsuak. What were these funds spent for ? 

Mr. Betx. With one exception which I will describe they were all 
for technical cooperation; that is, provision for technicians to work 
with the Iraq Government in their development program. 

The one exception was in 1957, approximately $1,350,000, was the 
result of Ambassador Richard’s trip which went for police equipment, 
for training of civilian police. 

Part of the 1958 figure I gave you, $565,000 of it, was also for police 
equipment. 

INCOME FROM OIL IN IRAQ 


Senator Dworsuak. I understand that Iraq has had an annual in- 
come of $300 million from oil. 

Mr. Betz. Yes, petroleum revenues have been substantial but not 
$300 million. They ran $200 million in 1956 and had been expected to 
reach $222 million in 1958. They have financed their development 
program. Our program has contributed technical assistance to them. 

Senator Younc. Have we sold them military equipment ? 

Mr. Betu. I guess Admiral Bergin can deal with that. 

Senator Youne. I would like to have that on the record. 


MILITARY AID PROGRAM IN IRAQ 


Admiral Berern. The military aid program proposed under the 
planning prior to this situation 

Senator Younc. What have we given them for the last 5 years? 

Mr. Kennepy. The question is in regard to the political situation 
in Iraq. 

Admiral Beretn. No; how many troops have gone over to the rebels. 

Mr. Kennepy. The situation is not clear, sir. 

(Discussion off the record.) 

Mr. Kennepy. Although you characterize our prepared statement 
as ancient history, the facts therein relating to our special and tech- 
nical assistance to such countries as Turkey, Iran, Afghanistan, Israel, 
Jordan, Nepal, and the Sudan, still apply, regardless of the recent 
events. 

What is ancient history I think, sir, is the question of whether or not 
this will do the job or whether because of certain situations which now 
are in a very fluid state we will have to take another look at the overall 
problem of what more we may need to do. 

But certainly we do not need any less than the amounts requested. 

Senator Ture. In view of the situation as of this morning and the 
fact that we have put troops in to protect American lives and the 
fact that we do not know what country we would be privileged to even 
participate with or in, it seems to me that this statement that was 
prepared possibly days ago, and most certainly the request for funds 
many, many weeks ago was developed, we just question whether we 
are in a position to intelligently try to anticipate what is needed in 
the area as of today. 


COUNTRIES INCLUDED IN MIDDLE EAST AREA 


Mr. Betxi. Could I comment that the area which we are here to 
talk about extends considerably beyond the immediate borders of 
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Lebanon, Iraq, Jordan. It includes Greece and Turkey, and extends 
to India, Pakistan, and Ceylon. 

While it is true that the situation in Iraq, Lebanon, and Jordan 
is unpredictable at this point, the balance of the countries are not par- 
ticularly influenced by that. 

Senator Younec. Mr. Chairman, in view of the Middle East situa- 
tion, would we not be better off to postpone the consideration of this 
phase of the mutual aid appropriation until the last thing in our 
hearings. 

Chairman Haypen. Off the record. 

(Discussion off the record.) 

Chairman Haypen. The statement you have prepared should go in 
the record, but with an explanatory statement that at least parts of 
the areas which are covered by it have been involved in very serious 
changes in conditions in the last few days and that might make a 
considerable difference in what the committee may do. - 

Senator Youne. For example, if the Iraq Government goes anti- 
American, certainly that part of the appropriation would want to be 
deleted. 


QUESTION OF EXTENSION OF AID TO IRAQ 


Chairman Haypen. Certainly. But if it does not, I am merely as- 
suming, and it is a change in government which did away with an ab- 
solute monarchy and really is going to establish some kind of re- 
public that may have representative government; in that event, the 
people of Iraq might in the future have greater participation in their 
government than they have had in the past. If such were the case 
and the new government became stabilized it would be perhaps appro- 
priate to grant it some assistance. 

They have great natural resources in Iraq, mainly in oil production. 
There is also a reasonable hope of reviving the irrigation of lands 
which were at one time under cultivation in Mesopotamia. Such 
natural resources could be developed for the benefit of a few very 
large landlords. If title to land could be acquired under some sort 
of a homestead act, which really allowed a very large segment of the 
people to have a stake in maintaining a stable government because 
they were property owners, that would be very helpful. 

We do not know what kind of govenment is going to be established 
in Iraq. We can at least hope that there will be some progress in the 
direction of democracy. 


NATURE OF MOHAMMEDAN PEOPLE 


If such is the case and it is a non-Communist government, we 
might find it advantageous to have it in control of this Nation. It is 
well known that Mohammedan people generally are not inclined to go 
along with the Communists, at least to the extent that there is an 
absence of God, They do not agree at all in that respect. 

The plea that communism makes throughout the world is to poverty, 
to people who are in grave distress. They say that, by adopting the 
Communist system, “You are going to improve your lot.” 

Their standards of living can be improved by other methods than 
the adoption of communism, and we hope that it can be done. 
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Senator Ture. Mr. Chairman, what other items do we need to take 
up in the mutual security before its completion ? 

Chairman Haypen. We have the Far East and Latin America 
tomorréw morning. Then we have the General Accounting Office to 
appear the next day, at Senator Young’s request. _ 

Senator Younc. Yes; I want the report on their findings in south- 
east Asia. 

Chairman Haynen. Then we have public witnesses on Friday 
morning. : 

We are hoping to close the hearings Friday afternoon with Secre- 
tary Dulles. 

Senator Try. I have no objection to filing this statement, but I do 
recognize that it covers certain areas that are absolutely in a changed 
status than when this report was prepared. 

















PREPARED STATEMENT 


Mr. Kennepy. As I understand it, then, the statement will be in 
the record ? 

Chairman Haypen. Yes. 
(The statement referred to follows :) 









STATEMENT OF LAMPTON BERRY, ACTING ASSISTANT SECRETARY OF STATE 
FoR NEAR EASTERN, SOUTH ASIAN, AND AFRICAN AFFAIRS 


Mr. Chairman and members of the committee, I am pleased to have the oppor- 
tunity to discuss with this committee the need for mutual security program 
funds in the Near East and south Asia. This area of the world is, certainly, 
one of the most critical. It is one in which the facilities of the mutual security 
program are especially useful in seeking to fulfill our objective of the maintenance 
of peace and stability. Achievement of this objective in the Middle East is vital 
to the interests of the United States. 

Yet peace and stability and the maintenance of the independence and integrity 
of the countries of the area are threatened today as never before. If the mutual 
security program has been important to United States and free world interests 
in the past few years, it is certainly sonow. The Congress recognized this fact in 
the authorizing legislation just passed, even though reductions were made in the 
administration’s request for funding. 

But the further reductions below those authorized which were made by the 
House of Representatives in its appropriations action will have serious effects 
if they are permitted to stand. Each of the separate reductions, in military 
assistance, in defense support, in special assistance, in the contingency funds, 
and in the Development Loan Fund, will vitally and adversely affect our interests 
in the Near East and south Asia. As demonstrated in the presentation before 
you, each element of the mutual security program has been carefully designed 
as an important piece of an integrated program carefully geared to the achieve- 
ment of our objectives. Therefore, inadequate funds in any category could have 
important adverse effects on our interests. 

Essentially, there are three threats to free-world objectives in this area. They 
are the overt and covert threat of international communism, the threat inherent 
in the lack of adequate economic development upon which political stability can 
be founded, and the divisive threat of intra-area problems which set countries 
and peoples against each other. If we are to achieve our objectives, each of 
these threats must be faced, and adequate funding in the mutual security pro- 
gram is important to this end. 

I should like to deal specifically with the implications in reductions below the 
requested funds for defense support and special assistance. Other witnesses 
before this committee are presenting the problems inherent in reductions in mili- 
tary assistance, in the contingency funds, and in the Development Loan Fund. 
It is for this reason that I should like to concentrate on defense support and 
special assistance, and not because the other items are any the less important 
to this area. 
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The threat of international communism remains and is becoming ever stronger 
as the most important threat to peace and stability in this part of the world. That 
threat takes the form of the possibility of overt military aggression to satisfy the 
historic expansionist desires of the Soviet in this area. It takes, as well, the 
form of playing upon and taking advantage of the desires of the peoples of this 
part of the world for economic development. And it takes the form of covert 
subversion and internal disruption. 

The first and most important danger, that of Soviet aggression, has been faced 
by the countries of the area most vitally affected in the form of indigenous col- 
lective-security arrangements developed with our cooperation and assistance. 
Greece and Turkey are partnersin NATO. Turkey, Iraq, Iran, and Pakistan have 
joined together in the Baghdad Pact. Pakistan is also a full-fledged and func- 
tioning member of SEATO. These collective-security arrangements on the imme- 
diate southern borders of the Soviet bloc function as a major deterrent to 
external Communist aggression. Two of the countries—Turkey and Iran—are 
the only countries participating in free-world collective-security arrangements 
who border directly on the U.S. S. R. 

Defense support is that vital economic aid which makes possible the main- 
tenance of effective military forces by countries which, without such assistance, 
would find it economically impossible to maintain such forces. The critical 
needs for external economic assistance of Greece, Turkey, Iran, and Pakistan— 
4 of the 12 countries for which defense support is programed—cannot be met 
in other ways. ‘The defense-support funds requested for these programs were, 
in our considered judgment, the absolute required minimum. Any reduction 
below the level authorized in the mutual security legislation just passed by 
the Congress will necessitate reduction in the proposed defense-support aid 
to each of these countries. Any such reduction will adversely and vitally affect 
the ability of these four countries to support mutual defense commitments. 
Thus, the effectiveness of the carefully developed deterrents to Communist ag- 
gression would be jeopardized. We can ill afford, in any of these four coun- 
tries, to chance weakening of the defense fabric through the existence of eco- 
nomic problems which could be met by adequate defense-support funds. And 
we must not risk weakening the resolve of these countries to face the Com- 
munist threat through failure to demonstrate our support. The House action 
in providing $110 million below the authorization might well have such effects. 
Certainly, the program proposed for each of these countries would have to be 
reduced drastically. 

As I have indicated, the threat to free-world and United States interests 
lies not only in that of external aggression but in the existence of economic 
conditions which, in themselves, lead to political and economic instability. The 
Sino-Soviet block has not ignored this potential for disruption. During the past 
3 years, the bloc has committed economic assistance to Near Eastern and south 
Asian countries in the form of grants and credits in the amount of $1 billion. 
The number of trade and payment agreements between countries in this area 
in the bloc has risen from 29 in 1953 to 91 at the present time. There are, 
presently, some 1,200 bloc technicians providing technical assistance in one form 
or another to countries in this area. Most of these countries require external 
resources for progress in economic development. It is in our interest to in- 
sure that they can look to the free world for assistance. 

There are many situations in which economic aid is necessary but where 
usual free world or United States sources, such as private investment or lend- 
ing institutions are inadequate or inappropriate to the need. In these situations 
it is imperative that we be in a position to provide special assistance. I refer 
particularly to such countries as Afghanistan, Israel, Jordan, Nepal, and the 
Sudan. In these countries wherever it is possible to utilize other funding 
sources such source are looked to for assistance. The special assistance re- 
quest therefore represents the hard core of needs which cannot be fulfilled in 
other ways. It is evident, therefore, that reductions in the special assistance 
funds requested will jeopardize our interests. Such a very real threat is in- 
herent in the $17.5 million reduction made by the House in its appropriation 
action. We must be prepared in a number of countries to provide special as- 
sistance, and in meaningfull amounts. I am convinced that United States in- 
terests cannot otherwise be served. 

While I have dealt primarily with needs for adequate defense support and 
special assistance funding, there is another item which will not otherwise be 
dealt with before this committee to which I should like to call your particular 
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attention. That is the problem of the Palestine refugees and funds for the 
United Nations Relief and Works Agency. For the coming year we have re. 
quested $25 million for the United States contribution to the relief and re. 
habilitation of these unfortunate refugees. The authorizing legislation ap- 
proved such funding and provided that 15 percent of funds appropriated for 
this purpose would be available solely for resettlement and repatriation. The 
House, in its appropriations action, provided full funding pursuant to the au- 
thorization and, in addition, authorized the carryover of balances remaining 
unobligated on June 30, 1958, which is estimated to be in the amount of $2.4 
million. 

I wholeheatedly endorse the action taken to date on this most important item. 
I feel very strongly that while seeking through the United Nations an appro- 
priate solution to the basic problems which give rise to the continued existence 
of the Palestine refugees, we must not falter in making our appropriate con- 
tribution to the alleviation of their plight. It is essential that the funding pro- 
vided for by the House be endorsed by the Senate. 

While I have dealt with but limited elements of the mutual security program 
before you, I feel that I would be remiss in my responsibilities if I did not point 
out to you the urgency of providing full funding for all elements of the program 
as authorized by the Congress. The Near East and South Asia is far too im- 
portant to the United States and free world interests to jeopardize its peace and 
stability and the independence and integrity of its nations through inadequate 
mutual security program funding. 


MILITARY PROGRAMS WITH BAGHDAD PACT NATIONS 


Mr. Kennepy. I would like to emphasize what has been said be- 
fore, that the military programs in this area involving members of 
the Baghdad Pact, NATO and SEATO, are certainly at a minimum 
and would not in any circumstance be lessened by this situation. 

The defense programs with the countries involved are as stated; 
the programs provided here are minimal. 

Senator Dirksen. Hold that for a minute because I think there are 
three general questions we should ask and you may want to amplify 
them later. 

I had in mind that first question. Under military assistance for the 
Near East and South Asia, the largest are Greece, Iran, Pakistan, and 
Turkey and considering the size of the country, a rather substantial 
amount for Iran and also for Saudi Arabia. 

Now, your answer to this question will have to be wholly speculative. 


POSSIBILITY OF INCREASE IN PROGRAMS 


Are you of the opinion, with the developments that are taking place 
now, that these amounts for military assistance may have to be in- 
creased? I do not say shall, I say may, and I recognize that your 
answer will have to be a guess. 

But on the basis of the fevers and disturbances that are evident 
now 

Mr. Kennepy. I would certainly say, sir, from my own point of 
view they may; it is a possibility. 

Iraq, for example, is a member of the Baghdad Pact. We do not 
know now what will happen to the pact. 

I do not know what the future will be, but if Iraq pulls out it poses 
an entirely new question as to the collective security arrangement in 
that area. 

What will be the attitude of Iran under that circumstance, of 
Pakistan, of Turkey, with an element of strength withdrawn from the 
collective security arrangement ? 





MUTUAL SECURITY APPROPRIATIONS, 1959 269 


What are they going to say? I don’t know yet, they have not said 
anything to us as yet. 

But I think it is understandable they could say “We need to have a 
little more support because of the disestablishment of the pact,” or “be- 
cause of the withdrawal of one member of the pact.” 


PROBLEMS RELATED TO ECONOMIC AID 


Senator Dirksen. The second question would be similar in nature 
except as it relates to economic aid. 

Now, there is a reasonably substantial amount for Iran. These are 
classified figures, that is the reason I don’t put them in. 

Considering the size of the country, a substantial amount for Jordan. 

Also for Pakistan. In fact, Pakistan is the largest in that group. 

Now, are you of the opinion that the impact of this difficulty over 
there may require some modification in these figures either appropri- 
ationswise or administratively where you may want to transfer from 
one to another to meet a given situation ? 


CONTINGENCY FUND 


Mr. Kennepy. I think that is also possible, sir, and it certainly is 
one of the reasons why I emphasized or tried to in my oral comment, 
the need for a full funding of the contingency fund. 

These are unstable conditions. We need to have some maneuver- 
ability. 

Senator Dirksen. So it is your best guess that both in military 
assistance and economic assistance on the basis of the latest figures 
that are before us, and these are the revised figures, somewhat different 
from those that came in the books, that these are fluid and may require 
some modification either by Presidential action out of special assist- 
ance, or in terms of appropriations, or in terms of administrative 
changes by ICA ? 

Mr. Kennepy. I certainly would not want to rule out any of those 
possibilities, sir. 

Mr. Bett. May I comment further on the economic side? 

Senator Dirksen. Yes. 


GREECE, TURKEY, IRAN, AND PAKISTAN 


Mr. Bett. The four major countries, leaving aside Jordan for the 
moment, the four major countries to receive substantial economic aid 
under these proposals are Greece, Turkey, Iran, and Pakistan. These 
figures are all under the classification of defense support. 

These figures have been calculated about as tightly, I think, as it is 
possible to do. They provide purely and simply for maintenance of 
the economy at its existing level. 

They do not provide for any development whatsoever. 

If by virtue of these circumstances which have now come about there 
should be any requirement at all for any expansion on the military side 
there would inevitably be a concommitant requirement for expansion 
on the support side. 
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DIFFICULTY OF TURKISH POSITION 






We already know that these figures, particularly for Turkey, are 
too low. The Turkish position is extremely difficult at this moment. 
I think it is pretty obvious that if this complex south of Turkey should 
develop into a Soviet aligned, Nasser-controlled unit, the Turkish po- 
sition is going to be extremely uncomfortable. 

Senator Tuyen. In other words, there would have to be additional 
funds even above that which was recommended by the Budget Bureau 
prior to House action and which we are now confronted with as to 
whether we will reinstate the Budget Bureau’s recommendation and 
we might even be requested or find ourselves faced with the necessity of 
going beyond what the Budget Bureau had recommended. 

Mr. Bex. That is quite possible. 






























ANSWERING CRITICISM OF WASTE AND EXTRAVAGANCE 





Senator Dirksen. Mr. Kennedy, I have one more question. 
When all these criticisms were made of waste and extravagance 
with respect to your projects and programs in the Middle East and 
south Asia, it was necessary to go to the field or to check with other 
agencies, get up all the ds ita and make an answer which was reduced 
to a document dated March 14, 1958. 

Now, one might reasonably assume that you got your data together 
probably as early as February if you were going to get it published 
in March. 

I am referring now to such things as the beet sugar project in Iran 
and the Karaj Dam, the airfields and the dams in Afghanistan, the 

camel drivers in Egypt, camel driver baths, the dress suits in Greece, 
the old UNRRA tractors in Greece, the silos in India, the sex survey 
in India. 

Now, I notice in going over this, and I have been over it several 
times, that in so many of these projects there was, since the allega- 
tions were made, substantial improvement. 

For instance, I think in beet sugar I believe you brought that up 
quickly from 13,000 to 180,000 tons. 

So one may readily assume that these projects did get underway 
and they are justifying themselves. 

Now, could you not “take at least the principal items of allegations 
and with respect to the Middle East and south Asian setup a state- 
inent in the record—do not make the answer so long, but at least we 
are now in July, and doubtless you have had additional information 
from the field. 

I think it would be extremely useful if you could take those proj- 
ects with respect to this area and make some little comment and say 
“status of Karaj Dam, thus and so,” “status of Afghan airfield, thus 
and so,” but at least bring us up to date because these questions do 
continue to recur. 

I think your answers were very good in this book, but some of this 
stuff has been put in the record, T am sor ry to say, and so I think we 
ought to be fortified and you ought to submit that for the record. 

Just mark it question No. 1, No. 2, and your answers. But keep 
it on the brief side wherever you can. 

Chairman Haypen. I think without objection if you put a sum- 
mary of that kind in it will be proper. 
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Mr. Kennepy. We will submit something, sir, for the record. 
(The information referred to appears on p. 546.) 


EFFECTIVENESS OF PROGRAMS IN GENERAL 


Mr. Kennepy. I would like to make one more general comment, 
Mr. Chairman, if I might have 2 minutes. 

Quite a bit earlier in the session one of the members of the committee 
mentioned the fact if this has happened in the Middle East, why go 
inat all, why any aid? 

I would just like to make the general comment of principle that 
in those countries in the area where we really have had substantial 
programs, where we have had the opportunity of really cooperating, 
including those where we have a substantial military program, we have 
no serious doubt as to where they stand today. 

In those countries where the situation is difficult our aid has been 
minimal, 

There are, of course, exceptions to that, but in general that is the 
case. 

(Statement off the record.) 

Senator YounG. Between the British and ourselves we have done a 
lot to develop the country of Iraq, the oil industry, and everything 
else. 

Mr. Kennepy. I am only talking, sir, about our participation and 
our program in the area. 

I am not competent really to talk about what others can, may, or 
may not have done. 


Chairman Haypen. If there are no further questions, we thank you 
for your appearance. 

Mr. Kennepy. Thank you, Mr. Chairman. 

Chairman Haypen. We will adjourn until 10:30 o’clock in the 
morning. 

(Thereupon, at 12:20 p. m., Tuesday, July 15, 1958, the committee 
was recessed, to reconvene at 10:30 a. m., Wednesday, July 16, 1958.) 
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WEDNESDAY, JULY 16, 1958 


Unrrep States SENATE, 
COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The committee met, pursuant to recess, at 10: 30 a. m., in room F-37, 
the Capitol, Hon. Carl Hayden, chairman, presiding. 
Present : Chairman Hayden, Senators Ellender, Robertson, Stennis, 
Bridges, Young, Knowland, Dworshak, and Dirksen. 


MUTUAL SECURITY PROGRAM 


DEPARTMENT OF STATE 


STATEMENT OF HON. WALTER S. ROBERTSON, ASSISTANT SECRE- 
TARY OF STATE FOR FAR EASTERN AFFAIRS; ACCOMPANIED BY 
J. GRAHAM PARSONS, DEPUTY ASSISTANT SECRETARY OF STATE 
FOR FAR EASTERN AFFAIRS; ROBERT C. YOST, OFFICE OF THE 
ASSISTANT SECRETARY OF STATE FOR FAR EASTERN AFFAIRS; 
AND ROBERT G. BARNES, SPECIAL ASSISTANT FOR MUTUAL 
SECURITY COORDINATION 


INTERNATIONAL COOPERATION ADMINISTRATION 


STATEMENT OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR, 
OFFICE OF FAR EASTERN OPERATIONS; ACCOMPANIED BY 
LEONARD J. SACCIO, GENERAL COUNSEL; WILLIAM J. KROSNER, 
ACTING PROGRAM OFFICER, OFFICE OF FAR EASTERN OPERA- 
TIONS; AND J. E. MURPHY, CONTROLLER 


DEPARTMENT OF DEFENSE 


STATEMENT OF CAPT. B. A. ROBBINS, JR., USN, DIRECTOR, FAR 
EAST REGIONAL AFFAIRS; COL. JOE M. WHITFIELD, DEFENSE 
COORDINATOR FOR MILITARY ASSISTANCE PROGRAM CONGRES- 
SIONAL PRESENTATIONS; AND MARKLEY SHAW, COMPTROLLER, 
INTERNATIONAL SECURITY AFFAIRS 


GENERAL STATEMENT 


Chairman Haypen. The committee will be in order. 
We will be glad to hear from Hon. Walter S. Robertson, the As- 
sistant Secretary of State for Far Eastern Affairs. 
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Mr. Rosertson. Mr. Chairman and members of the committee, I 
welcome this opportunity to appear before the Senate Committee on 
Appropriations in support of the mutual security program as sub- 
mitted for the fiscal year 1959. The immediate ee relates to 
the amounts to be appropriated for this coming year. On this subject 
you will also be hearing from Dr. Raymond 7 Movie, ICA regional 
director for the Far East. My statement will be addressed primarily 
to the critical importance of maintaining an adequate level of defense 
support as an indispensable element of an effective mutual security 
program in See of our general policies and interests in the Far 
Kast—the area of my official responsibility. 







PARTICIPATION OF 





FAR EASTERN COUNTRIES 


Far Eastern countries will participate in the defense support pro- 
gram to the extent of about 70 percent of the total. Most of this will 
go to the Republic of Korea, Vietnam, and the Republic of China. 
Far Eastern participation in the special-assistance program is signi- 
ficant but a minor fraction of the total. The broad policy justification 
for the maintenance of an adequate level of defense support in the 
Far East is the same as for the whole mutual security program. 
Defense support as an integral part of this program is the keystone. 
The Far Eastern area includes Japan, omg “a, China, the Philip- 
pines, Vietnam, Laos, Cambodia, Thailand, Burma, Malaya, Indo- 
nesia, Australia, and New Zealand. The most significant fact about 
this vast region is that most of these countries are in a stage of mo- 
mentous transition. E ight of the eleven Asian countries of the area 
have achieved their independence since World War II. They zealously 
guard their newly won independence and are sensitive to any infringe- 
ment of their sovereignty. Scourged for centuries by poverty and il- 
literacy, the people of these countries are urgently seeking improved 
conditions of life. The existing free governments of these countries 
are under great pressure to show evidence of economic progress. Fail- 
ure in this regard would cost them the support of their restive peoples 
and render the countries more vulnerable to the Communist threat. 
The overriding threat in the world today continues to be interna- 
tional communism, which has already spread widely over the Far East. 
The Communists have overrun all of mainland China, Tibet, north 
Korea, and north Vietnam. More than 650 million people in the Far 
East now live behind the so-called bamboo curtain. The Communists 
are using every resource at their command to bring all Far Eastern 
peoples under Communist dominion. Moscow and Peiping continue 
to be closely allied in all their undertakings. Peiping, under the 
leadership of Moscow, is equally dedicated to bloc solidarity and Com- 
munist orthodoxy as a means to their common goal of world domina- 
tion. Reactions in Moscow and Peiping to the judicial murder of 
Nagy and three other Hungarian leaders should leave no doubt on 
that score. 
INSTRUMENTS OF 





COMMUNIST EXPANSION 


Force has been the principal instrument of Communist expansion. 
And even though Communist emphasis is now apparently upon sub- 
version and penetration via economic, political, and psychological 
channels, Communist resort to force is a strong possibility whenever 
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and wherever free world countries are unequipped or unwilling to 
resist that force. The Communists keep themselves in military readi- 
ness for such a possibility. The Chinese Communists now maintain 
total armed forces of some 3 million men in mainland China with 
thousands of modern planes. The forces which the Communists have 
in or about Korea and Vietnam greatly outnumber those of the Re- 
public of Korea and of the Republic of Vietnam and other free world 


forces in those areas. The Communists take no chances on negotiating 
from weakness. 


CHANGE IN SOVIET TACTICS 


In Korea we fought a bloody and costly war to stem Communist 
aggression. We helped build up the defenses of free China. We 
helped to shore up the defenses of the free world in southeast Asia. 

After the formation of SEATO and passage of the Formosa reso- 
lution in January 1955, putting the Communists on notice that no 
further aggression all be tolerated, they changed their tactics. 
Now their acccent is on good-will tours and offers of aid ‘ ‘without 
strings,” but I am sure you realize that if we let down our guard in 
the Far East the whole area may again be plunged into war. 

That is why it is so important that an adequately strong military 
posture be maintained. Today the free nations of the Far East have 
more than 134 million men under arms, which together with our own 
forces deployed across the Pacific and those of our western allies, con- 
stitute the free world defense against Communist overt aggression in 
that area. Most free far eastern countries cannot support these forces 
unaided, They are dependent upon the mutual security program to 
provide substantial military aid and related economic assistance in the 
form of defense support. This is an investment in our security as 
well as in theirs. 

KOREA, CHINA, AND VIETNAM 


Take the specific examples of Korea, China and Vietnam. These 
embattled divided nations are areas of particular tension and threat. 
An unresolved war situation persists in Korea and the Chinese Com- 
munists continue to announce their intention to take Taiwan, by force 
if necessary. It follows that the forces which the Governments of 
free Korea, free China, and free Vietnam now maintain are far beyond 
the capacity of these countries’ economies to support. Defense sup- 
port for these very 3 countries represents 60 percent of the global 
request. A cut in this request is tantamount to a cut in the military 

capability of those countries—and at a time when Communist China 

is increasing her own military power in immediate proximity. I 
would emph: isze that these forces constitute a count deterrent to 
renewed Communist aggression in the Far East. If aggression should 
recur, these battle-tested, well-trained forces would be an invaluable 
free world asset in coping with the situation. 


EFFECT OF 1958 REDUCTION 


In fiscal year 1958 the appropriation of defense support funds sub- 
stantially less in amount than those requested by the President com- 
pelled retrenchment of programs. The blow was not immediately 
felt as current expenditures were maintained from accrued counter- 
part funds derived from aid commodity imports and scheduled im- 
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ports of commodities and equipment already in the pipelines. The 
cuts, however, forced reduction of the “pipeline” of scheduled imports 
under the aid program. Unless the pipeline is replenished promptly 
a critical situation is precipitated. 

Fiscal year 1958 defense support cuts raised questions throughout 
the Far East as to the consistency and future direction of United 
States foreign policy. The adverse effects of this fiscal year 1958 
reduction would be compounded by further reductions in fiscal year 
1959. Such further cuts would make mandatory the reduction of 
planned military force levels if ruinous inflation is to be avoided. 


THREAT ON ECONOMIC FRONT 


The threat posed by Communist subversion and penetration tactics 
on the economic front is also of critical importance in view of the 
increasing emphasis placed upon economic development by coun- 
tries of the Far East. For this purpose the U. S. S. R. and other 
Communist countries have stepped up their activities in the field 
of foreign economic assistance and trade. Indeed, the problem of 
accelerating the rate of economic development in the less-developed 
areas ae to be rapidly assuming decisive importance in the cold 
war. Defense support is extended primarily to prevent actual eco- 
nomic deterioration by reason of the burden of supporting military 
forces beyond the capacity of local resources. However, it provides 
the current economic strength without which no foundation exists 
for economic development, through the Development Loan Fund 
or other lending agencies. If defense support is cut, not only will 
economic development not go forward, but we will also see economic 
deterioration with its inevitably adverse political consequences. 


OBJECTIVES OF COMMUNIST ECONOMIC OFFENSIVE 


The Communist economic offensive is designed, of course, to gain 
prestige and influence in the less-developed countries, to create de- 
pendency upon the bloc, to strengthen the hand of local Commu- 
nist-sympathizing groups, and to open the door to subversive agents. 
The political motivations involved in Communist trading operations 
were recently well exemplified by the Peiping regime’s suspension 
of all trade relations between Communist China and Japan on the 
eve of the Japanese national elections. 


FUNCTION OF MILITARY AID AND DEFENSE SUPPORT 


The defense posture of any country is a complex of political, mili- 
tary, economic, and human factors. Weakness of one aspect may be 
fatal to the whole. United States military aid provides equipment 
and training for the armed forces of the recipient countries which 
comprise the first line of defense of their national security and in- 
dependence. Defense support adds current strength to bolster and 
maintain the continuity of their economic life so that they can sup- 
port these necessary defense establishments without economic 
deterioration. 

Without the security provided by such assistance, neither political 
stability nor economic progress would be possible. In some coun- 
tries, even with this assistance, private capital, both domestic and 
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foreign, is impeded by the danger of aggression from making its 
essential contribution to economic development. In such cases the 
lending authority of the Development Loan Fund provides necessary 
Jong-term financing otherwise unobtainable from free world sources. 
I cannot emphasize too strongly the importance of this fund having 
at least the full amount of resources presently authorized to assist 
in so helping underdeveloped countries. 


IMPORTANCE OF DEVELOPMENT LOAN FUND 


There is another reason why adequate lending authority for the 
Development Loan Fund is important. The cuts which we sustained 
in defense support in fiscal year 1958 were cushioned somewhat by 
the expectation that some of the economic projects for which there 
would now be no aid funds could qualify for DLF credits. In Korea, 
for example, a country which is in no position to assume any but 
the most necessary debts, there was the expectation that the impact of 
the $85 million cut in defense support from $300 million in fiscal 
year 1957 to $215 million in fiscal year 1958, would be alleviated by 
DLF credits, as certain planned projects appeared eligible for such 
credits. The executive branch determination of the fiscal year 1958 
defense-support allocation to Korea took account of this expectation. 
A number of Korean applications for such credits are pending. If 
the “Defense support” and “Development Loan Fund” appropriations 
for fiscal year 1959 should fall below the authorized amounts, the 
damage to the military and economic position in Korea would be 
very serious. 

ALTERNATIVE TO AMERICAN AID 


The principal alternative to American aid in the Far East today 
is Communist aid. And we can be certain that wherever and when- 
ever we step out, the Communists stand eager and ready to step in. 
Indeed, their very eagerness to supplant our aid with theirs is a 
tribute to the value of the mutual security program as an obstacle to 
the expansion of Communist. influence in the free world. If we should 
eliminate ourselves, we should be removing for the Communists the 
last major obstacle blocking their road to the complete domination 
of Asia. 

The basic question before us is whether the United States will per- 
severe in its leadership role or will seek to minimize its free world 
responsibilities. United States national decisions respecting the con- 
tinuation and magnitude of defense support and the other components 
of the mutual security program are a significant index of the degree 
to which the United States will adhere to its policy of opposition to 
the expansion of international communism. Governments and peoples 
dependent in greater or lesser degrees upon the continuity of United 
States foreign policy for their own survival as independent nations 
are understandably deeply concerned about the long-range implica- 
tions of such major United States decisions. 

The decision of Congress respecting fiscal year 1959 mutual security 
appropriations will be studied carefully in the Far East for further 
indications of United States long-term intentions and the degree of 
continuity in United States foreign policy. Appropriation of the 
amounts authorized in the enabling legislation would help reassure 
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our Far Eastern allies and friends and would display our determina. 
tion to continue our role of leadership in the fight for free-world ob. 
jectives. The continuation of the mutual security program in the 
Far East on a scale commensurate with the need remains one of the 
great imperatives of our foreign policy. 
Chairman Haypen. Thank you very much. 
You may proceed with your statement, Dr. Moyer. 
























ECONOMIC AND TECHNICAL ASSISTANCE 


Dr. Moyer. I welcome having an opportunity to present the pro- 
posals for economic and technical assistance in the Far East for the 
fiscal year 1959. The executive-branch request contained a total of 
$634 million for such assistance. Of this about 94 percent, or $595 
million, was proposed for defense support. For technical cooperation 
$33 million was proposed. The balance, $6 million, was requested in 
special asistance, to provide equipment for internal security forces 
in certain countries of the Far East. 

Since, as they affect these proposals, the impact of the House cuts 
would be felt most in defense support, I shall limit my brief statement 
mainly to a presentation of certain aspects of the assistance proposed 
under that category. 

A significant element in the background which I would like first to 
emphasize, however, is the fact that a steady and very substantial 
reduction has taken place in the overall level of assistance made avail- 
able through these programs in the Far East region since fiscal year 
1954. At that time, aid in the Far East was sharply increased in order 
to help deal with the critical situation created by growing Communist 
strength in Indochina. Including the amounts made available 
through the French for their own forces and the forces of the Asso- 
ciated States, not including military assistance, more than $1 billion 
of aid was made available in fiscal year 1954 in the Far East. The 
$634 million proposed for fiscal year 1959 is nearly $400 million or 
about 40 percent below that figure. 

The $634 million that has ben proposed for fiscal year 1959, on the 
other hand, is slightly higher than the low figure of $617 million made 
available in fiscal year 1958, necessitated by the sharp reduction in 
appropriations for that year. This modest increase above the fiscal 
year 1958 levels is needed to shore up weak spots which have developed 
as the result of that reduction and, in several instances, to restore the 
level of defense support to the amount believed necessary if its purpose 
is to be achieved effectively. 



































































































DEFENSE SUPPORT FUNDS 


Referring now specifically to the $595 million proposed for defense 
support, it was planned that about 85 percent of the total, or $505 
million, would be for assistance to the three countries around the 
perimeter of Communist China maintaining large armed forces— 
Korea, China (Taiwan) and Vietnam. All three of these countries 
have engaged actively in combat with Communist military forces since 
World War IT, and still live under the threat of armed aggression 
and attempts at subversion. The remaining $90 million, or 15 percent 
of the total, was planned for assistance to two members of SEATO, 
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the Philippines and Thailand, and to Cambodia and Laos. All seven 
of these countries are making specific contributions related to vital 
security interests of concern mutually to them and to the United 
States. Defense support aid provides the supplemental resources, 
added to their own, which are required to assure the degree of economic 
and political stability which will enable them to make such contribu- 
tions. 


NONPROJECT ASSISTANCE 


With respect to the uses planned for this $595 million, approximately 
$462 million, or about 78 percent, was planned to be made available 
in the form commonly referred to as nonproject assistance. This was 
to be used for the most part in financing imports of salable commodi- 
ties, needed by the country in order to maintain economic stability in 
the face of heavy spending for the military forces. Without such 
assistance, stability would be seriously threatened in the five countries 
of this area for which most of this form of aid is intended—Korea 
China (Taiwan), Vietnam, Cambodia, and Laos. In these countries 
the buying power resulting from heavy spending for military pur- 

creates such serious inflationary pressures that, without an 
adequate supply of goods needed by the economy, damaging inflation 
would be inevitable. If unchecked, conditions uitimately would dete- 
riorate to a point endangering the usefulness of military forces, how- 
ever large and well equipped they may be. 

The commodities planned in this part of the program include nearly 
$164 million worth of agricultural products, of which $101 million 
were intended for items in surplus in the United States and for which 
the Commodity Credit Corporation would be reimbursed. The re- 
maining $298 million was for consumer-type items, such as textiles 
and fuels, and for a variety of other items needed to maintain agri- 
cultural and industrial production, such as fertilizers, industrial raw 
materials, and various types of machinery and equipment. As I be- 
lieve is well understood, these commodities are brought into the country 
and sold, with the equivalent of their value in local currency being 
deposited to accounts which are drawn upon for purposes mutually 
acceptable to the host country and the United States. For fiscal year 
1959 it was planned that the local currency equivalent of about $266 
million, or approximately 56 percent of the total in nonproject assist- 
ance, would be devoted directly to military support purposes, the bal- 
ance to be used for specific economic purposes. 


PROJECT ASSISTANCE 


The second major element in the proposed defense support aid is 
the part commonly referred to as project assistance. This is the aid 
— to help meet the dollar costs of equipment, supplies, and services 
or certain specific projects. 

In this connection, Secretary Dulles has pointed out that a military 
base is a liability rather than an asset unless surrounded by friendly 
people. The same may be said of a military force. No country, no 
matter how large its military forces, can make an effective contribu- 
tion to the common defense if political and economic instability 
threatens the loss of independence through subversion or civil dis- 
order. This has never been more true than now, when the Soviets 






















280 MUTUAL SECURITY APPROPRIATIONS, 1959 





have declared economic war on the free world and are carrying out a 
worldwide effort to exploit all potential sources of discontent. For 
project aid, directed toward helping to meet this aspect of the prob- 
lem, $133 million or 22 percent of the $595 million in total for defense 
support had been planned. 

Approximately $46 million of this $133 million was planned for aid 
in the improvement and construction of highways, airfields, railways 
and harbors, increasing the mobility of military forces but havi 
economic significance as well. Another part was planned for aid 
to projects in electric power, agricultural production, mining, and 
forestry, in order to prevent deterioration in ec onomic conditions 
which otherwise would occur with the rapidly rising populations, 
Despite firm efforts of governments to control subversion, Communist 
agents in many countries are endeavori ing to foment discord, spread 
confusion, and capitalize on issues which can be used to create dis- 
satisfaction. Most defense support programs, therefore, also include 
projects helping to improve living conditions of the people in order 
to counter the appeal of Communist propaganda and attempts at 
subversion. 

Separately I have prepared summary statements outlining, by 
groups of countries, what the proposed funds more specifically are 
intended to be used for. With the committee’s permission I should 
like to insert these into the record. 

(The statements referred to appear on p. 281.) 


SIGNIFICANCE OF HOUSE CUTS IN FAR EAST 


Mr. Smith has discussed the effects that might be expected if the 
cuts voted in the House are sustained. I would like to comment on 
what we think cuts of such magnitude would mean in the Far East. 
The tentative distribution made of the $700 million appropriated by 
the House for defense support would allow $508 million for the Far 
East. This is only $3 million above the amount planned for Korea, 
Taiwan, and Vietnam alone. Available funds, of necessity, would 
have to be used as far as possible to meet the immediate urgent re- 
quirements for commodity imports, to forestall damaging inflation, 
and preserve the economic stability that has been achieved after great 
effort and cost to the United States. Other insistent demands on 
funds, however, would arise from the requirements for projects aimed 
at meeting the needs of growing populations ¢ and for an improvement 
in living “conditions. Without attention to such needs, a growing 
political instability appears inescapable. 


STABILIZATION OF CONDITIONS IN KOREA 


Illustrating with the case of Korea, a large volume of United States 
assistance, combined with energetic efforts on the part of the Korean 
Government, brought to a halt ‘last year the inflationary spiral which 
has plagued’ Korea since the end of the Korean war. Due to heavy 
spending for its defense and reconstruction effort, however, inflation 
remains a potential serious threat, so that it would be uns: afe to make 
large cuts in the aid proposed for commodity imports. On the other 
hand, serious repercussions also could result from a drastic reduction 
in aid for projects, endangering the political stability upon which a 
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sustained and effective military effort must depend. Reducing project 
assistance also would be costly economy, Sacces it would delay 
achievement of a greater degree of self-support and perpetuate the 
need for a large volume of United States commodity aid. 


SITUATION IN VIETNAM 


In the case of Vietnam, adjustment to the reduced level of aid in 
fiscal year 1958 was facilitated by action of the Vietnamese Govern- 
ment, taken even before the cut in funds, to increase tax revenues 
through higher levies on imported goods. Serious damage also was 
avoided by drawing down pipelines. Looking forward to fiscal year 
1959, however, no prospect is seen that the effect of serious cuts, if 
such should be required, can be avoided by similar action. Govern- 
ment revenues, for example, may even be decreased in fiscal year 1959 
because the United States-financed imports, on which they substan- 
tially depend, were reduced to $155 million in fiscal year 1958, and are 
planned at $160 million under the aid level proposed for fiscal year 
1959, in comparison with over $200 million for fiscal year 1957 and 
prior years. 

At best, if the House cuts are to stand, our programs would have to 
take on more the character of a stopgap holding operation, in which 
we would be unable to work effectively with the other countries toward 
the more fundamental economic solution to their problems. 


ACCOMPLISHMENTS OF MUTUAL SECURITY PROGRAM 


Criticisms which have been voiced regarding certain parts of the 
mutual security program tend to obscure the accomplishments which, 
I firmly believe, the evidence shows are more characteristic of these 
programs than the deficiencies which have received so much attention. 
For this reason I have prepared a statement covering some of these 
accomplishments which, with the permission of the committee, I should 
like to insert into the record. 

(The statement referred to appears on p. 286.) 

Aid from the United States has played an indispensable role in 
these accomplishments. Of this aid, economic assistance has been 
only one form; yet it is clear that, without such assistance, these coun- 
tries now would hardly be in possession of their freedom, and able to 
take their present important part in the preservation of free world 
strength in that area. The funds that have been proposed for fiscal 
year 1959 represent our best judgment of the assistance which is 
necessary to enable them adequately to maintain and further build 
upon the gains thus far achieved. 


SUMMARY STATEMENTS—-USE OF PROPOSED FUNDS 


Three countries of the Far East—Korea, China (Taiwan), and 
Vietnam—are scheduled to receive $505 million of defense support aid 
in fiscal year 1959, or 85 percent of the total amount proposed for the 
region. Having similar problems, these countries also have similar 
programs. 

In all three countries the objective is to help create the internal 
conditions necessary for political and economic stability, while sup- 
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— large armed forces in the interest of our common defense, 
rograms of economic assistance, therefore, of necessity, relate to the 
whole range of the important factors affecting that stability, to the 
extent that the country itself is unable with its own resources to cope 
with the problems and desires help in solving them. 
About 77 percent of the $505 million requested for these 3 countries 
is to be used to finance the import of commodities which they cannot 
obtain with their own foreign exchange or through Public Law 480 
sales, in order to meet current supply requirements, control inflation, 
and generate the local currency needed for military and specific eco- 
nomic purposes. Some $87 million of this form of aid will be spent 
for surplus agricultural commodities under the provisions of section 
402. A large amount will be spent for fertilizer for Korea and tex- 
tiles for Vietnam. Chemicals, raw materials and semifinished prod- 
ucts, electrical equipment, iron and steel materials, and machinery and 
equipment make up close to one-fourth of the total amount. 


ELECTRIC POWER NEEDS IN TAIWAN 






The remaining 23 percent of defense support funds is programed 
to meet the foreign exchange costs of specific projects. The kinds 
of projects vary with the stage of development and the needs of the 
particular country. In Taiwan, the most urgent need is for electric 
power, the lack of which retards the development of industry pro- 
ducing essential goods and providing employment. Therefore, about 
65 percent of the amount proposed for project aid is programed to 
help expand the production and distribution of electric power. Most 
of the balance will provide equipment to improve the operation of the 
railways and telecommunications. 

In Korea, where a wide range of urgent needs still exists, the pro- 
posed projects are more varied. The two largest single items are for 
further dieselization and other improvements in the railway system, 
and for the expansion of electric power. The proposed program also 
includes aid to increase agricultural production, particularly through 
the improvement of irrigation facilities. Some additional assistance 
is provided to small and medium-size industries, under private man- 
agement. To meet the continuing serious deficiency in housing, which 
has lagged behind Korea’s recovery from war damage and has a 
disruptive social effect, a substantial amount for construction ma- 
terials will be made available in a self-help program. 

In Vietnam, one-half of all the project funds requested will provide 
further aid to highway improvement and construction, meeting a need 
urgently felt for both military and economic reasons. Substantial 
sums also will be used to expand medical and health services and 
training, and to improve the civil police forces, reflecting the im- 
portance which the United States and the Vietnamese Government 
attach to measures to combat Communist attempts at subversion. 


THE PHILIPPINES AND THAILAND 






The economic situation in the Philippines and Thailand differs in 
certain important respects from that in the countries already referred 
to. In both countries, the relation between natural resources and 
population is relatively favorable. Both have budget problems, 
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though not as critical as in the case of Korea, for example. The 
Philippines also has a serious foreign exchange problem, as shown 
by the decline in foreign exchange reserves to a level well below that 
previously considered to provide a safe margin. One of the most 
urgent needs of both countries is to find ways of utilizing more effec- 
tively their existing natural resources and of developing the skill of 
their human resources, to provide foundations for progress in eco- 
nomic development. Such progress is needed in order to enable them 
to continue taking leadership in strengthening the free world position 
in southeast Asia, such as through their participation in SEATO. 





DEVELOPMENT LOANS 


To help achieve their needed development they have obtained loans 
from the Export-Import Bank and the International Bank for Re- 
construction and Development. The Philippines also has benefited 
from the reinvestment of profits from substantial private foreign in- 
vestments made in the past, and both countries are now requesting 
loans from the Development Loan Fund. Continuing modest assist- 
ance under defense support, however, is essential in order to enable 
these two countries effectively to continue making their important 
contributions to the common defense. 

For the program proposed in the Philippines, more than half of 
the funds requested for fiscal year 1959 are to finance the import 
of surplus agricultural commodities generating pesos for the construc- 
tion of military training camps and air defense facilities, which are 
of interest also to the United States. The remaining funds will be 
devoted to projects designed to strengthen internal economic and social 
conditions, largely in community development and related activities 
but including, also, small amounts for the further development of 
strategic mineral deposits and the improvement of industrial research 
facilities which encourage investment and necessary economic growth, 


BUDGET SITUATION IN THAILAND 





In the case of Thailand, the need for increasingly heavy expendi- 
tures for military purposes and economic development has resulted in 
a stringent budget situation, which would require cessation of most of 
the activities now being carried out with United States economic as- 
sistance were that assistance to cease. A significant part of the as- 
sistance proposed for fiscal year 1959 will be used to help develop 
sources of ground water for the economically depressed and politically 
vulnerable northeast, for civil police administration, and to provide 
local currency assistance for a thermal powerplant and malaria eradi- 
cation. 

Approximately three-fourths of total funds for defense support 
projects will be utilized to provide assistance in the repair and con- 
struction of two principal highways, one going north from Bangkok 
to the Lao border, important to Laos as well as Thailand, and a sec- 
ond in the northern part of Thailand, going in an east-west direction. 
Both of these major highways have considerable military significance. 
They also are expected to become of immense value to Thailand from 
an economic and political point of view, through opening up and con- 
necting areas now inadequately linked. The importance of highways 
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in Thailand is better understood when it is realized that in miles of 
highway per 1,000 square miles of area, Thailand has 30 road miles 
per 1,000 square miles of territory compared with 165 in the Philip- 
pines, 240 in Korea, and 1,020 in the United States. 


CAMBODIA AND LAOS 


Two other countries of the Far East included in the proposals for 
defense-support assistance, Cambodia and Laos, can be discussed to- 
gether because of similarities in their situations and programs. Both 
programs, in particular, have to take into account special circum- 
stances arising out of political developments. 

In Laos, consideration has to be given to the effect of the integra- 
tion of the Pathet Lao into the Royal Lao Government, and the legal- 
ization of the political party representing its views (Neo Lao Hak 
Xai). In Cambodia, effects of operating United States programs of 
economic assistance side by side with Communist programs of eco- 
nomic aid have to be taken into account. 

As in Korea, China (Taiwan) and Vietnam, programs in Cambodia 
and Laos include provision for substantial support to meet the cost of 
military forces. Such assistance, in the case of Cambodia, is being 
provided through the import of commodities generating local cur- 
rency. In Laos, where the United States is financing the full cost of 


- 
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the military forces, a decision on specific financing arrangements must 
await the outcome of negotiations on monetary reform expected to be 
resumed shortly. 

For Cambodia, in addition to providing assistance needed to main- 
tain military forces the proposed defense-support program includes 


continuing aid to such activities as the construction and repair of trans- 
portation, irrigation, and water supply facilities, and the equipping of 
the civil-police force. It also ania local currency assistance for 
the expansion of elementary and vocational education, and the develop- 
ment of agricultural credit and extension services. Accelerated prog- 
ress in these fields, which are very important to Cambodia, will make 
the benefits of United States aid visible and help counteract the appeal 
of Communist aid. 

With respect to the project portion of the program proposed for 
Laos, the fluidity of the present situation requires unusual flexibility 
to facilitate moving in whatever direction conditions may require. It 
might happen, therefore, that projects in the program eventually car- 
ried out will vary from those presented here. No major change in pat- 
tern, however, is expected. Present plans, in addition to continuing 
support to the military and police forces, provide for concentration 
on the improvement and construction of additional roads, and on a 
major effort to help the Lao Government organize and carry out rural 
programs bringing benefits directly to the people, in order to combat 
increasingly strong Communist efforts at subversion in the country- 
side. Small amounts of aid are planned to help gradually strengthen 
Government administration and the important Government services. 


TECHNICAL COOPERATION PROPOSALS FOR FISCAL YEAR 1959 IN THE FAR EAST 


The $33 million proposed in technical cooperation is for programs in 
Indonesia, Japan, and the seven countries for which we also recom- 
mend defense-support aid. 
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In the Far East, Technical Cooperation cannot be considered an 
isolated entity in United States programs of assistance to countries 
receiving defense support. It is just one of the several tools available 
to help meet the difficult and complex problems with which these 
newly developing countries are confronted. There is, moreover, an 
added urgency in the need for technical assistance in countries receiv- 
ing defense support, because of the large amounts of United States 
economic aid being given to some of them. In the last analysis, the 
countries themselves administer this assistance, and the effectiveness 
with which our aid is utilized, therefore, depends heavily on their 
technical and administrative competence, which our technical cooper- 
ation programs help to develop. 

Out of the $33 million proposed in total for the region, more than 
$18 million will be used for technical services. About $8.2 million of 
this amount is planned to meet the estimated cost of United States 
direct-hire personnel, and $9.9 million will finance contractual arrange- 
ments, largely with United States universities. An additional $8.5 
million is proposed for participant training in the United States and 
third countries. The remaining funds will finance the procurement of 
essential supplies for demonstration and training. 

More than half of the total $33 million will be concentrated in 
three fields of activity—agriculture, industry, and education—where 
sound beginnings have already been made, but where further funda- 
mental improvements are necessary in order to help lay foundations 
for more rapid progress in economic development. Emphasis in 
agriculture is on crop improvements and the diversification of pro- 
duction, and on the development of extension services and credit fa- 
cilities at the village level aimed at helping improve conditions in 
the rural areas. Increasing emphasis is being given to the stimula- 
tion of private industrial enterprise through the establishment of 
industrial development centers, patterned after the highly successful 
Philippine model. 


VOCATIONAL AND TECHNICAL EDUCATION 


The largest single block of fiscal year 1959 funds will be devoted 
to education, particularly in the vocational and technical fields, and 
for teacher training and curriculum development at the elementary 
and secondary levels. One example of this latter type of project is 
the national training school which the Cambodian Government has 
established to train as many rural school teachers as the center can 
accommodate and, at the same time, so to train them that the gradu- 
ates of the school will gradually set the pattern for elementary edu- 
cation and the services of the elementary schools throughout the 
country. I visited that school recently and was greatly impressed 
with the intelligence and vigor with which its administrators are 
going about their tasks. As an indication of its popularity, some 
800 applicants took examinations this year for the 150 openings which 
the center had available. 


PRODUCTIVITY PROGRAM IN JAPAN 


A special case is the productivity program in Japan, built on the 
European pattern, for which continued assistance is proposed in 
I I ’ 
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fiscal year 1959. The purpose of this program is to help Japan 
catch up more quickly with new advances affecting production, go 
that, while it still has at its disposal the special United States dollar 
earnings, which averaged around $570 million over the past 2 years, 
it can better prepare to deal with its serious fundamental economic 
problems that will be aggravated as these earnings decrease. Under 
this program, a total of 107 teams, averaging 12 participants per 
team, have already gone overseas for study of modern practices and 
techniques in industry, labor, small business and various specializa- 
tions. An important side result has been the better understanding of 
the United States and its economic system which these activities are 
creating among groups in industry and labor. 

The aid proposed for fiscal year 1959 is planned for projects, 
largely built upon endeavors supported in the past, aimed at con- 
tinuing help to these countries in helping themselves by adding to 
the number of their trained administrators and technical personnel, 
and by giving technical assistance in meeting a wide variety of prob- 
lems affecting their ability to survive as independent nations. 


PROGRAM ACCOMPLISHMENTS IN THE FAR EAST 


Very significant accomplishments have resulted from the use of 
funds made available for past programs in the Far East. 

One such accomplishment is the great economic improvement that 
has been achieved in three countries around the perimeter of Com- 
munist China—Korea, China (Taiwan), and Vietnam. When pro- 
grams were first begun in these countries, they were faced with 
difficulties of the utmost seriousness, endangering their freedom. All 
three countries had recently been involved in a military struggle with 
Communist forces. Their borders continue to be within easy range 
of Communist aggression. To guard against that aggression they 
have maintained military forces far beyond their own ability to 
finance. In addition, they have had to repair damage caused by war, 
and to receive and resettle large numbers of refugees. 





IMPROVEMENTS IN KOREA 






Take Korea, as an example. Members of the Congress who visited 
that country in the first years of its independence saw its economy 
virtually at a standstill, many of its people wearing castoff GI uni- 
forms, without employment, the shops bare of goods, and inflation 
rampant. Vast improvements have since been brought about. The 
people now are better fed. They buy the anthracite briquettes, which 
are their principal source of heat for cooking and house warmth, for 
60 percent of what they paid for them last winter. They are visibly 
much better dressed. Inflation has been brought under control for 
the first time in 5 years, as the result of stringent measures taken 
by the Government to enforce sounder fiscal and monetary policies, 
supported by large amounts of aid from the United States. Stem- 
ming largely from this new stability in the economic situation, in- 
terest rates have been reduced. Since speculation has become much 
less profitable, more local capital is going into productive channels. 
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un TAIWAN 

= Similar improvements have occurred on Taiwan. Government 
at | revenues increased approximately 90 percent during the period 
1950-57, calculated on the basis of constant prices, thus enabling the 


‘* Government to finance an increasing proportion of its total expendi- 
tures. Based on the most recent figures available, wholesale prices 
rose only 1 percent during 1957, as compared with more than 90 
percent in 1950. The production of rice in 1957 was 31 percent over 
the highest level attained under the Japanese, taking care of the 
consumption needs of its greatly expanded population. The level of 
industrial production in 1957 was estimated to have been 71 percent 
higher than in 1952. Exports rose 40 percent during the same period. 























- VIETNAM 

to 

el, In Vietnam, the vast influx of refugees fleeing from Communist 
»b- North Vietnam has been successfully assimilated and helped to find 


self-supporting occupations. Considerable progress also has been 
made in rehabilitating highways, port facilities, canals and irrigation 
systems, damaged in the course of fighting. With help through a 
contract with an American university, a public administration in- 

















“ stitute now is giving training to 250 prospective civil servants. In 
ai evening courses, for present Government officials, in-service training 
~ is being provided to 700 students selected from 3 to 4 thousand who 
~: applied. Agricultural production also is being restored ; last year ex- 
th ports of rubber exceeded the quantity exported during any previous 
All year, and about 190,000 tons of rice were exported, bringing in a sub- 
ith stantial amount of foreign exchange. More remote areas subject to 
ge Communist infiltration are being settled with loyal elements; and two 
ey highways are under construction connecting these hinterland areas 
és with the populated coastal regions, increasing internal security. The 
ar, number of primary schools is expanding rapidly; health services are 
being extended; and agricultural services to the people are being in- 
creased. Over the past 2 years nearly 400,000 head of cattle have been 
vaccinated against rinderpest. Some 2,800 head of improved breeds 
of swine, and nearly 150,000 young chicks were distributed to im- 
ted prove the livestock on Vietnam farms, on a share-the-offspring basis. 
my 
Ni- ESTABLISH MENT OF FARMERS COOPERATIVE MARKETING ASSOCIATIONS 
"he An example, illustrating another type of result attained in these 
RN programs, is the suecess achieved by the Philippines In encouraging its 
for farmers to establish cooperat Ive associations, called Farmers Coopera- 
nly tive Marking Associations (FaCoMas). As ina number of other Far 
for Eastern countries, farmers in the Philippines have suffered from the 
wean lack of farm credit at reasonable rates of interest, and from the ab- 
ies, sence of low-cost storage facilities in which they could place their rice 
one at harvest time, when prices are lowest, and hold it for sale until mar- 
a ket prices are more favorable. To meet these problems the Govern- 
vi ment gave energetic support to a program establishing cooperatives, 
hi through a Government agency known as the Agricultural Credit and 


Cooperative Finance Administration (ACCFA . 
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United States aid to this endeavor has been in the form of technical 
assistance, prov moe x technicians and opportunities for overseas train- 
ing of Philippine Ie aders, and financial help providing warehouse 
materials and rice mills. Through fiscal year 1957 the total amount 
made available in United States aid for these purposes was $955,800, 
Expenditures by the Philippine Government for this program, duri ing 
the same period, were more than 6 times this amount, or nearly $6 
million. 
NEED FOR REAPPRAISAL OF PROGRAM 

















Senator Roserrson. In previous hearings, I have raised questions 
about the carryover and details of that kind. Since we started these 
hearings, there has been a very significant development in the Middle 
East. 

I know that the chairman is anxious to get this bill and the defense 
bill out by next week so that we can adjourn early in August if 
the Congress wants to quit then. It would be helpful to our com- 
mittee in trying to gage the situation with respect to Lebanon and 
what the future holds in store for us in that general area if the State 
Department or the White House, or one or the other, would make 
a new appraisal. 

We had testimony before we got into this Lebanese difficulty that 
everything was vital, If it was vital then, it is more vital now. 

I have been committed for several years to cutting down on foreign 
aid. We have a debate starting today on the reciprocal trade agree- 
ments and we shall find that the competition is very serious for us. 
I do not challenge the importance of this. I know you are a very 
fine and able official and sincere in what you have told us. But in 
view of the fact that some of us approach this with a view toward 
cutting down what is called for, I think we should call on the State 
Department and preferably the White House to give us a survey on 
what the situation is as of this time and what might be cut and what 
could not be cut without very grave consequences. 

Senator Youne. On page 8 you say: 











If the “Defense support” and “Development Loan Fund” appropriations for 
fiscal year 1959 should fall below the authorized amounts, the damage to the 
military and economic position in Korea would be very serious. 

In recent years we have spent a lot of money on the Public Law 
480 program. I understand from our Ambassadors all around the 
part of the world where I was last fall that in a large measure these 
funds take the place of foreign aid. 










CONSIDERATION OF PUBLIC LAW 480 FUNDS 


Do you not give some weight to the consideration of increased ex- 
penditures under this appropriation of Public Law 480? 

Mr. Ropertson. Yes; we do. 

Senator Younc. So, on the whole actually you have more money 
now than you had a few years ago. 

Mr. Rozertson. Public Law 480 produces only local currencies 
which of course are not usable for foreign exchange requirements. 
In making up the amount of these country programs the local cur- 
rencies that are available from the Public Law 480 programs are 
always taken into account. 
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Senator Youne. Every Ambassador tells me if you did not have 
Public Law 480, you would have to ask for further assistance. 


COMPARISON WITH PRIOR YEARS 






Dr. Moyer. Specifically, Senator, you mention comparison with 
previous years. Take 1956 for instance. In a - ae we 
made available about $321 million for Korea. In 1958, it was $215 
million, and we have proposed ——. That is an aver age of 

let us say, for these past 2 years so we have made very substantial 
reductions in Korea. 

One reason we were able to do it was Public Law 480. We had a 
very substantial amount in fiscal year 1958 less than the previous year, 
but we are antic ipating a subst: antial amount in 1959 also. In fact 
there has been quite a substantial reduction, by taking into account 
among other things Public Law 480. 















EFFECT OF DISCONTINUANCE OF PUBLIC LAW 480 
Senator Youne. If Public Law 480 were not extended by this Con- 
gress, would you have to ask for more funds ? 
Dr. Moyer. Yes: we would have to ask for more funds if Public 
Law 480 were not extended. 







DEFECTIVE SOAP ISSUED SERVICEMEN IN KOREA 







Senator Bripers. Mr. anes are you acquainted with an article 
appearing in the July 13, 1958, issue of the Washington Post and 
Times Herald, titled, “Seoul, Korea”? We have been getting a lot 
of correspondence on this. It says that the soap here which was given 
to South Korea and servicemen, when they used it to wash their hair 
they started to lose their hair and that this was bought by United 
States offshore procurement contract from two South Korean pro- 
ducers. That is a very unfortunate situation. 

Have you looked into that ? 

Mr. Rosertson. Yes; I am familiar with it but perhaps Captain 
Robbins would like to answer your question. 

Captain Rossrys. The matter is not complete. The matter is under 
investigation by the United States 8th Army in Korea as well as the 
Republic of Korea Ministry of National Defense. The information 
which has been developed thus far shows that there was an OSP 
contract for soap which was let in May of 1957 and under the 1957 
military assistance program, the total amount of soap was something 
over 6 million pounds at a unit cost of approximately 0.0778 cent 
a pound for a total figure of 492,000-and-some-odd dollars. The 
contract was let to Korean firms as a result of competitive bidding in 
which other firms also participated, and they came up with the ‘low 
bid. 

The soap which they were to produce was tested by the ROK Min- 
istry of Defense research laboratories and was found to be up to 
specific ations. 

The first. indication of a deficiency was in April 1958, when the 
Republic of Korea Army contacted their liaison officer at the United 
States Procurement Agency and said they had reports or irregulari- 
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ties and trouble with the soap. The United States Army was able to 
get some samples of this soap and they had it tested in their own 
research laboratories in Japan. They found that the soap was sub- 
standard but they found no indic: ation of any toxicity, that it had 
any dangerous elements i in it which would cause damage. 
he Koreans were going on with an investigation at this time as 

a result of a lot of complaints apparently, but we were unable to 
get our people to have access either to the people they were ques- 
tioning or to the results of their questioning — 

There were some loose statements about the involvement. of some 
people. 

FRAUDULENT DEALING 


As a result of an approach to the ROK Ministry of Foreign Af- 
fairs, the ROK Government reported that they did have a Korean, 
who was an employee of the United States Procurement Agency, 
under detention as a suspect, as being suspected of having defrauded 
the soap manufacturers of some 5 million won. 

The ROK Government also stated that they had found no evidence 
of bribes offered or approaches made to any United States personnel 
in connection with this matter. — 

This investigation is continuing both on the ROK side and by the 
Eighth U nited States Army. —, 

Senator Briwces. What agency issued the offshore procurement 
contract ! 

Captain Rossrns. The United States Army Procurement Office, 
Korea. It is under the Department of the Army as our agent. 

Senator Briners. It is foreign aid funds? 

Captain Rorsrns. That is correct. 

Senator Brinces. And the Department of the Army acts as the 
agent ? 

Captain Ropprns. Yes. 

Senator Brinces. Who under the Department of the Army 

Captain Roserns. The Quartermaster General would be the imme: 
diate office involved as having responsibility for that type of contract. 

Senator Bripces. Was the contract approved in Korea or in Wash- 
co 

Captain Ropers. The authority was provided in an Army com- 
munication from the States which approved the authorization for 
the procurement of the soap. The procurement office was given a 
citation of funds in accordance with the standard procurement. pro- 
cedures. 

The payment was made in hwan, local currency, in accordance with 
a message from the commander in chief, Far East (Tokyo). 

At this time, all of our operations in Korea were sate the overall 
command of the commander in chief, Far East (Tokyo), so that the 
actual control of the contracting process would have been under the 
commander in chief, Far East (Tokyo). 


TOTAL AMOUNT INVOLVED 


Senator Bripces. You mentioned that one Korean civilian, who 
worked for the United States, has been arrested and the alleged 
» 


charges of defrauding some 3 million hwan, local currency. What 
does that amount to in American currency 4 
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Captain Rossis. $6,000 in American exchange. 

Senator Brinces. So far as you know we are right on top of this 
thing / 

Captain Rossins. Yes, sir, very much so. 

Chairman Haypen. Senator Stennis, do you want to ask a ques- 


tion ¢ 
ALTERNATIVE TO AMERICAN AID 


Senator Srennis. Mr. Secretary, on page 8 of your statement, you 
get into the philosophy and some of the facts of this matter that I 
think go to the heart of the program in the Far East here and where 
you say— 

The principal alternative to American aid in the Far East today is Commu- 
nist aid 
do we not have more to hope for than is expressed by that when you 
go on here to say— 

If we should eliminate ourselves, we should be removing for the Communists 
the last major obstacle blocking their road to the complete domination of Asia? 

Those are sweeping words. If it has gotten down to the point 
where that small amount of aid is the only thing that is blocking 
complete domination, it looks to me like the battle is alre: idly lost. 

Mr. Roserrson. I would like to reemphasize what I said and per- 
haps clarify it. 

I want to emphasize that the principal obstacle in Asia to the expan- 
sion of Communist power and influence is the United States. We 
oppose this expansion through our aid programs and our bilateral 
mutual defense and collective security treaties. As you know, we 


belong to SEATO and under this treaty we are pledged to come to 
the defense of those countries in the treaty area. We also have a 
collective security arrangement with Australia and New Zealand, 
known as ANZUS. 


WILL TO RESIST 


Senator Stennis. The point I emphasize and the thing that con- 
cerns me about the whole thing is that there is not enough will to 
resist, and a will to exert every effort to overcome, and if the battle 
is down now so thin to where this is the last major obstacle, it looks 
tome like the battle is lost. 

Mr. Roserrson. I think again you misunderstand me. 

Senator Stennis. These are just such sweeping words put out to 
the people and I think they would be misled. 

Mr. Ronerrson. In Korea, for instance, we are supporting an Army 
of some ——— Koreans. As we trained the Koreans we brought 
our boys home. But we still have an unresolved war in Korea with 
@ 150-mile armistice line which has to be patrolled every hour of 
every day. 

Korea is a little nation of some 22 millions of people and could not 
possibly support a —— man army. 

Senator Stennis. Is Korea an illustration of this whole area? 

Mr. Roperrson. 85 percent of the defense support funds that are 
allocated to the Far East go to three countries: Korea, Taiwan and 
Vietnam, where the military threat is the greatest. It is not a theo- 
retical situation. In Korea north of the 38th parallel the Communists 
maintain a large army heavily equipped, battle-ready troops. 
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In Vietnam we are helping the Republic of South Vietnam support 
an army of some ——— troops. North of the 17th parallel the Com- 
munist Viet Minh maintain an army of 350,000 troops, which were 
trained and equipped by the Red Chinese. 

In Taiwan we help to support a force of approximately 
troops. On the mainland of China the Red Chinese have an army 
of from 214 to 3 million troops and thousands of modern n_ airplanes, 
So the bulk of this money is going to the support of Asian armies 
which are not only the first line of defense of their own countries but 
of ours, too. 

Let us take Korea for example. It costs us overall $6,500 per annum 
to train an American soldier in Korea. It costs approximately $600 a 
year to maintain a Korean soldier. Now, as long as we have an un- 
resolved war in Korea with the Communists armed to the teeth north 
of the 38th parallel, we just cannot walk out on that situation without 
giving up South Korea to the Communists. 

Senator Stennis. I was not suggesting walking out of Korea but 
if Korea is typical of the vast area there, it is almost certain, to my 
mind, that our economic system cannot stand to keep on duplic ating 
problems like Korea and underwriting them to the extent that we 

are. 

This area is so large and the cost of bringing even a small amount 
of aid is so great and this thing is spreading, and you say we are 
down to the last m: ijor obstacle in that area and we have gone in and 
out to the Middle East, and I am not just being critical of that, but 
there is no doubt in my mind that we will be called to other places in 
the Middle East which is spreading us farther and farther. TI told 
my family last night I did not believe we would be out of there in 
20 years. That ismy opinion. 

I do not say that critically, but it has just spread and it is expanding 
and thinning out. 

If there is no more hope than you seem to say here, it kind of con- 
firmed what I am afraid of. 





FUTURE 





MILITARY 





BUDGET 


Over in the Armed Services Committee, we were told by Secretary 
McElroy that a $60 billion budget was in sight in the next 10 years 
for the military. I was thinking of that. I did not see the picture 
clear enough. 

When he came out and said it, it really frightened me worse. I do 
not know. Weare just up against forces ‘here. 

I appreciate your opinion and your knowledge of this problem 
over there. I just do not know. But if it is down already to the 
only alternative, it is then coming in and giving aid, I do not see 
where we can stop it through those channels. 

What do you hope now? What is your hope as you look over 
several more years in advance? 

Mr. Rorertrson. The problem is just as serious as you portray it. 
It is a question of just what our choices are. We can pull out and come 
home but we know if we do that we give Asia over to the Communists. 
What would that do to us in terms of our own security ? 

In my opinion at least, the United States cannot survive economi- 
cally, leaving out the military threat to us, with all of the raw materials 
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of the world in the hands of the Communists. We are not self-suffi- 
cient as a nation on anything approaching our present standard of 
living if we lose foreign markets and access to foreign raw materials. 
So from an economic “standpoint, alone, we have an intensely selfish 
interest in keeping the world from being taken over by the Com- 
munists. 

COMMUNIST THREAT 


But the problem is much more serious than just an economic one, 
We have learned that where the Communists do take over, man is 
robbed of all of his liberties. There is not a country in the world 
controlled by the Communists which is not ruled by a tight little 
group that stays in power by liquidations, murder, and the destrue- 
tion of all opposition. All the countries of the world, including our 
own, are facing such a threat today. This is not a theoretical situa- 
tion. It is very real when you consider that in your lifetime and 
mine the Communists, starting from zero, now hold in a grip of terror 
15 countries, 900 millions of people, approximately one-third of the 
world’s population. They are fanatically dedicated to taking over 
the rest of the world. So I really feel very strongly what I ; said in 
my opening statement. If we withdraw our support, military and 
economic, I think it is inevitable that Asia will fall to the Com- 
munists. We help to maintain Asian armies totaling about a million 
eight hundred thousand men in countries which could not support 
them without our aid. We are giving both military hardware and 
budgetary support to help maintain these armies which are not. only 
a first line of defense in the protection of their own independence, 
but for our defense, too. 


POSSIBILITY OF MORE SELECTIVE PROGRAM 


Senator Youn«. There is another alternative to pulling out en- 
tirely and letting the Communists take over, that of being a little 
more selective in the places where we participate in defense against 
the Communists. Is there not a way we could cut down some of these 
expenditures and quit spending money on some of these countries 
that are hopeless anyway 4 

Mr. Roserrson. One of the big cuts in the House was in defense 
support. There is no way you can cut down budgetary support of 
these governments without at the same time causing them to reduce 
the level of their military forces. 

Military aid gives only hardware equipment. These soldiers have 
to be clothed and fed. They are taken out of productive labor and 
constitute a serious economic burden. 

Senator Youne. You are going back to the same argument as 
before. If I could take a minute more, I realize we have a real 
problem in Korea and Taiwan and some of these other areas, but 
are there not some countries that we would not have to win, such as 
Indonesia? Are there not some countries where we would not have 
to be spending all this money? We have been spending money there 
and in practically every other country m the world. 
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DEFENSE SUPPORT AREAS 


Mr. Rozertson. I want to come back to this question of defense 
support. Eighty-five percent of the defense support labeled for the 
Far East is for the three countries where the military threat is the 
greatest, Korea, Taiwan, and Vietnam. Now we are not asking for 
any money for defense support in Indonesia. We are not asking for 
defense support funds in countries where there are no military aid 
programs. It is only in the countries where military forces are 
maintained beyond the capacities to support them that we have 
defense support allocations. 


SITUATION IN IRAQ 


Senator Youne. If I could take just a little bit more time, Iraq is 
a pretty good example. The British spent a great deal of money 
developing the oil industry and their income is sizable, around $ $300 
million a year, I understand. We put about $50 million in there in 
defense and military equipment. The British put a lot of military 
equipment in there and here a handful of people take over the 
country and all of the equipment that the British put in and that we 
put inthere. It looks that way, anyway. 

We will have lost anyway. 

Are there not some countries we could stay out of and give it where 
it is most important / 

Mr. Rosertrson. I can only speak for the Far East which is the 
area of my responsibility. There are 13 countries and about 900 
million people. If you take the programs there country by country 
I think that you can give a satisfactory justification for the programs 
in every case. We cannot afford to let any one of these countries, 
however small, be taken over by the Communists. There has never 
been a country in the Far East taken over by the Communists where 
we had a mutual security program. 

Senator Srennis. Mr. Chairman, I am going to be brief. 

You know much more about this subject than I do and doubtless 
you know more than several of us here on this committee. You 
might be a little impatient with questions, but what we are trying to 
get at here is something that is indefinite in the minds of the Amer- 
jean people that they do not understand. It looks to me like we 
just have to draw a line some place and we cannot defend it all or 
materially help in the substantial nature in defending all of these 
areas unless we spread ourselves too thin and lose all. 

Maybe we are postponing that decision. Certainly it is a hard 
one to make. It seems to me we are going to have to consolidate 
these many, many little countries rather than trying to aid all of 
them separately; that there will have to be some kind of a community 
of interest program. 

From having visited in Lebanon and Jordan, I never believed those 
countries could stand against any formidable force from without or 
from within either. Some of those places are just as large as Texas 
in area, just the modern world, they just cannot possibly stand, mili- 
tary science being what it is, so that is one thing, that Ino longer be- 
lieve we can sustain them individually, so—I just mention that indi- 
vidually, not that you would have an answer now—but maybe some- 














th 
hi 


mM 


t] 


MUTUAL SECURITY APPROPRIATIONS, 1959 295 


thing for the State Department to think about and doubtless already 
have. 

You are now supporting this Public Law 480 that Senator Young 
mentioned. 

Mr. Rosertson. Yes. 

Senator Srennis. Once that is passed in addition to this program, 
of course you are going to throw your strength toward getting that law 
through at this session. 


CLASSIFICATION OF AMOUNT OF REQUESTS FOR EACH COUNTRY 


I have just here this far eastern and Pacifie and most of it is shaded 
which means that it is classified and must not be divulged as to the 
amount of these countries; why can we not tell them how much was 
spent in these Asian countries / 

Mr. Roserrson. We do not know what amounts Congress is going 
to appropriate and if we publish the figures we are asking for and 
they become known in the respective countries and we then come in 
later with another figure 

Senator Srennis. That isa good reason. You classify the amounts 
spent in the past 

Mr. Roserrson. No, it is just the amount requested that is classi- 
fied. 

With reference to your remarks about the American people’s lack of 
understanding, I welcome the fullest discussion of these problems. I 
am perfectly certain that this problem is not thoroughly understood 
at the grassroots level. I know it is not. lama Virginian and when 
I go home and talk to my own friends who are fairly knowledgeable 
people I find that there is a great deal of misinformation about 
what we are doing and what we are trying to do. 

I agree with you this looks like a great deal of money to be spent 
but the mutual sec urity program is hot nearly as expensive as war. 

After World War I, we completely dismantled our military ma- 
chine. We Samad our Navy. We scrapped our Army. We 
scrapped our Air Force. So that by the time we were bombed into 
World War II at Pearl Harbor on December 7, 1941, we were 
practically helpless, militarily. 


rOTAL COST OF WORLD WAR II 


That war alone, the initial cost of that war alone, cost the United 
States $350 billion and 961,000 American casualties. We were caught 
completely disarmed. We did not have a single element of strength 
with which to wage modern war and we had to start out from se1 ratch. 

There is no telling what our unpreparedness cost us in lives. We 
know that it cost $350 billion in money. However, we had to fight 
the war whether we wanted to or not, and whatever it cost. 

As I tried to illustrate when giving the difference in cost between 
maintaining American troops in Korea and maintaining Korean 
troops in Korea, the cost is about one-tenth. So, while the overall 
cost appears to be a large amount of money, from the standpoint 
of military security it is at a cut-rate figure. And I do not say this 
lightly because nobody can speak of $3 billion with no regard for 
the amount. 
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These realities exist whether we like them or not and we have 
to do the things that will enable us to meet them. We cannot sweep 
them under the rug. 

Senator Srennis. Mr. Chairman, I thank you. 


MILITARY ASSISTANCE FOR JAPAN 


Senator Dworsuaxk. I am intrigued somewhat by the evidence that 
you are requesting more for Japan for military assistance in 1959 
than they had in 1958. I received reports, as I am sure all of us do, 
that Japan i is making an astounding economic recovery. What is the 
justification for this increase of about ——— million ? 

Mr. Roserrson. May I refer your question to Captain Robbins, 
of the Defense Department ? 

Captain Roggrns. Senator, you will notice on that sheet on your 
panel that you are looking at that we have in the proposed 1959 
program one category which accounts for the increase. That makes 
up a good portion of that change. 

Another increase will be noted farther down on that page 
under 

This is expensive material. It is expensive equipment. It is equip- 
ment which, at the present time, only the United States is in a 
position to buy and think about. This material is essential for the 
air defense of Japan. If the United States is going to be capable and 
able to remove its forces from Japan we must have in its place some- 
thing comparable that we hope will be the air-defense capability of 
Japan. 

That is the basic reason for the increase this year. 


GREATER CONTRIBUTION BY JAPAN 


Senator Dworsuaxk. But it is conceded that Japan’s capabilities 
do not warrant her making a greater contribution to her own security 
at this time. 

Captain Rossrns. We would like very much to have a greater 
contribution and we are very hopeful that we will have a greater 
contribution in the future. However, the urgencies of this require- 
ment are such that we cannot afford to wait for them to come to 
that point. 

We are hopeful for the future but the urgency is today. 

Senator DworsHax. Can you give us a brief rundown on the current 
situation in Indonesia, Mr. Secretary ? 

Mr. Rosertson. May I go off the record ? 

( Discussion off the record. ) 

Senator Dirksen. Question was raised about Laos, and tomorrow 
morning we are going to have representatives of the Comptroller Gen- 
eral’s Office here. 

Senator Young has been out to the Far East, and he talked to people, 
and I see your former Ambassador Parsons i is here from Laos, and I 
think you ought to tell us a little something about that situation. 

And, Mr. Chairman, I would suggest that Mr. Parsons be here when 
the Comptroller’s representatives appear here tomorrow, if that is 
agreeable. 

“Mr. Ropertson. I asked Ambassador Parsons to come down this 
morning because I thought you gentlemen would be interested in this 
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situation. He was our Ambassador in Laos during much of this 
eriod. He is thoroughly familiar with every aspect of the problem. 
So with your permission, I will ask him to come up to the table. 


BLACK-MARKET OPERATIONS 


Senator Dirksen. I can just preface a general question, Mr. Parsons, 
by saying, of all the items in this Far East picture, the one that has 
received the greatest publicity has been Laos. There have been col- 
umns and columns in the Wall Street Journal. It has been the subject 
of scorn and ridicule on the floor of the House, and we have to have 
some answers to this question of waste and extravagance, utilization of 
the exchange rate as between the black-market and the official rate, the 
fattening of the pockets of some people out there including those in the 
official family, so what can you tell us about it? 

Mr. Parsons. Senator, I think it is very natural that there should 
be this interest in the program in Laos because that is a very unique 
situation. I do not know of any other country in which we have had 
quite the same kind of problems. 


ORIGIN OF PROGRAM 


With your permission, I would like to go back a little way to the 
origin of that program. 

You will remember the days of Dien Bien Phu in 1954, when the 
climax of the Indochina war occurred. The French were defeated. 
A government of France came in pledged to liquidate France’s com- 
mitments to that war, I think, within 30 days. 


There followed the Geneva Conference and agreements on the future 
of Indochina to which we did not subscribe but in which we had a very 
real interest. 

With the departure of the French, the situation looked very black 
indeed in the whole southeast Asian peninsula. 


By that I mean Indochina, saanead Malaya right on down through 


the center of southeast Asia, the dividing line between great areas of 
the continent. Many people at that time were of the opinion that this 
vital area could not be saved. They thought Diem, who was rela- 
tively unknown, did not have a chance in Vietnam. The other areas 
there, some of which were less developed and even weaker, would not 
have a chance. 

The United States, however, with careful deliberation and after 
consultation with leaders there, decided we would not give up without 
an effort there. 

You are familiar with the success of President Diem since then. 

However, there are other parts of Indochina. 

Laos was the most remote and least developed part of Indochina. 
At the time of the Geneva agreements, the Communists had overrun 
much of that country, large parts of it. They had agreed to regroup 
in two of the northern provinces where the heaviest concentration of 
Communists was, remaining there pending agreements on how they 
would come back under the sovereignty of the royal government into 
the national community. 

The Communist Pathet Lao did not live up to those agreements. 
They continued to harass the Government, to stage armed raids, to 
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fight those loyal to the royal government, and to seek to infiltrate and 
subvert the country and take it all. : 








DECISION TO SUPPORT LAOS 


A part of our decision to try to save Indochina and southeast Asia 
was a decision to try to support Laos. 

We might take a look at the assets we found there. Laos isa coun 
with no railroads. There are practically no telephones in the count 
There is no industry. At that time exports were less than $500,000 a 
year. There was virtually no trained personnel. The only engineer in 
the whole country at that time was the present Prime Minister himself, 
There was only i doctor with a 4-year medical degree. There was no 
central bank. ‘There were few institutions of any kind, no experience, 
and no know-how. 

So that is the area to which we had to try to come in and help. 

There was, however, one important asset. The French had organ- 
ized an army in the latter phases of the Indochina war. At that time 
it was composed of 32,000 men. It had a certain training and esprit 
de corps. It was definitely opposed to the Communists. It was fight- 
ing against the Pathet Lao in the two northern provinces. It was the 
prince ‘ipal tangible asset that we had there. 

In addition to that, the Government leaders, those who had some 
education and were aware of what was at stake did want to be free 
and independent as peoples of all other countries wish to be. 

So we committed ourselves to try to support that country. We were 
not there for any other purpose than to help them keep their inde- 
pendence, keep the country out of Communist hands, and to prevent 
the consequences of its loss. 

If Laos were lost, you would have the Communists along the whole 
flank of Thailand. You would have a corridor reaching down to 
Cambodia which has followed neutralist policies and where there are 
Communist representatives, aid missions, in the country, with all the 
risks that that implies. You would outflank Diem and South V iet- 
nam on that side, and if that situation were to obtain with the remain- 
ing free countries there outflanked and threatened, you would havea 
problem of very much greater difficulty for the U nited States and for 
the remaining free ountries. 

I would hesitate to try to translate that loss into terms of dollar- 
and-cents cost, but there is little doubt in my mind that. it would bea 
far greater cost. than the Laos program. So that program is not an 
economic-development program. It is a mutual-security program 
in the broadest. sense of the word, the security of Laos and the security 
of the United States, which would be affected by the loss of this very 
important area, part of the area which Mr. Robertson was referring 
to when he said that the security of the United States was involved in 
this program. 

This has been an expensive program when you consider the undevel- 
oped nature of that country, the small population, and its re moteness. 
There have been many difficulties in administering the program in 
that country where there was so little to work with initially, but I 
think we should keep in mind the objectives I have just mentioned. 
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RESULTS OF LAOS PROGRAM 


The results to date are that Laos is still in the free world. The two 
provinces which were under Communist control have been restored 
to the sovereignty of the Royal government. 

Furthermore, Laos does not accept Communist aid, Russian, Chi- 
nese, or any other, and there are no aid missions from any bloe coun- 
tries there, nor has Laos diplomatic relations with any of those Com- 
munist countries. 

The Communists are not giving up. They are very resourceful, of 
course. They used military measures in fighting in the two northern 
provinces; they are now using political measures, subversion, infiltra- 
tion, also legal measures to try to win by ballots instead of bullets but 
to date, thanks to this program in very large part, Laos is still free 
and independent, and that is what we have gained by carrying on the 
program in that little country. 

I, of course, would be happy, Senator, to be present to answer any 
questions that come up in connection with the administration of the 
program tomorrow as a result of your hearing the General Accounting 
Office representatives. 


TESTIMONY BEFORE HOUSE COM MITTEE 


Senator Dirksen. Did you examine the testimony before the House 
committee ? 

Mr. Parsons. No, sir: I have not. I have heard of some of that 
testimony, and I, personally, feel that there are two sides to that story. 


There have been many steps taken to eliminate abuses under our 
aid program in Laos. We have taken some drastic steps already. 
I have talked too long already, but I would like to mention just one. 


ITLANDLING IMPORTATION OF GOODS 


Back in the late summer or fall of 1956 it came to our attention 
that there had been violations of the agreement between Laos and our 
own Government on how importation of goods, financed with dollars 
sold to the Laos Government, should be handled. The Laos Govern- 
ment had agreed to utilize those dollars in agreement with us, even 
though those dollars were dollars to which Laos had title; we had 
sold them. , 

Four import licenses were issued of some considerable value with- 
out our agreement. We questioned the nature of those licenses, as 
well as the way in which they were issued, and we decided to make 
an issue of it. 

We suspended all further sale of dollars to the Government of Laos 
until that situation was corrected and we had received an assurance 
that it would not recur. 

At the time we made that decision the Prime Minister had just 
visited Peking. He was under considerable pressure to recognize 
Communist China and other Soviet-bloc countries. He was negotiat- 
ing with his brother, the leader of the Pathet Lao Communist forces 
in those two provinces, in regard to the terms on which they would 
come back into that country. 
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The Prime Minister appeared willing to make agreements on almost 
any terms to end the fighting. The royal army, ’ the principal anti- 
Communist asset, was fighting the Communists in those two northern 
provinces. Our suspension of dollars meant the army would not be 
paid. We were taking very considerable risks at that time that there 
might be adverse results such as recognition of the Chinese Commu- 
nists, agreement of the Prime Minister with his Patlet Lao brother 
on terms which would be disastrous for the country’s future independ- 
ence. We were also running the risk that the army would become 
disaffected and certainly disillusioned with the United States. The 
fact that we went to those lengths, I think, illustrates the length to 
which I was prepared to go as “Ambassador there to stop abuses, and 
in that I was backed by our Department here and by the other agencies 
that were interested and also by our USOM mission director. 

We have taken other steps in that direction, both before and since, 
I will not detain the committee now by giving any more instances, 
but I think I can assure you that there are two sides to the story that 


the General Accounting Office examiners related to you on the basis 
of their brief trip to Laos. 


GAO INVESTIGATION 


Senator Dirksen. How long have you been away from there? 
Mr. Parsons. I left there on the 8th of February. 
Senator Dirksen. My understanding from the hearings is that the 

last check made by the Comptroller's Office was in March of this year, 
and I think certainly some of their testimony of improprieties in the 
issuance of import licenses, disposition of goods, disappearance of 
goods, and all that sort of thing, was based in part then on their March 
visit. 

Would you know if they were in March after you left ? 

Mr. Parsons. Yes, sir, they were there subsequent to my departure. 

Senator Drrksex. When were you in Laos? 

Senator Youn. I was not in Laos. I talked with the officials of 
the surrounding countries and the information I got was borne out 
later by the Comptroller General. 

Senator Dmxsen. They speak of falsified invoices and so forth, 
but one of the things that intrigued me about all of this was in response 
to a question and observation made by Congressman Passman, who is 
the chairman of the subcommittee in the House. He is commenting 
onareport. Hesays: 

A plan offered by United States officials at high level meetings in Washington 
in January of 1958 was rejected by Laos representatives. 

I assume that that was a plan to deal with this problem of waste of 
dealing with falsified invoices and so on, but what about the ages 
by the Laos Government? I do not see "how they could reject a plan 
where they were the recipients and we were the donors. 


EFFORTS FOR MONETARY REFORM 


Mr. Parsons. I do not want to assume what was in Mr. Passman’s 
mind in connection with that but what I believe he must have had 
reference to were negotiations which were in progress at that time to 
obtain what we might call a monetary reform in Laos. This has 
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reference to the disparity which had grown up between the official 
rate of exchange, 35 kips, local currency, to $1, and the actual rate of 
exchange prevailing in Bangkok and Hong Kong where rather thin 
markets for kip existed at rates running from 75 to over 100 to 1. 
The disparity had grown very much larger because of the political 
uncertainty in the country and the question of whether our support 
would continue and would be effective enough to keep the country 
out of Communist hands. 

We initiated negotiations some time ago to obtain a more realistic 
rate of exchange and to assure that moneys would be handled in a 
more modern way with better controls and so on. 

I described the conditions we found in Laos initially. 

In January 1958, the Prime Minister of Laos and 3 of his Cabinet 
colleagues were here i in the United States to try to explain what they 
had been doing, in particular the agreement that they had reached 
with the Laos Communists, which resulted in the 2 provinces coming 
back. 

At that time we asked the Prime Minister to agree to monetary re- 
form. He said that while he agreed with our proposals in principle, 
he did not wish, in view of elections that were coming up, to carry 
through the proposed monetary reform and to reach a final agreement 
on it until after the elections. He was afraid that we would insist 
upon such extreme action that prices and the general economy of the 
country would be dislocated, that this would create popular discon- 
tent, and that it would handicap the anti-Communist parties in their 
electoral campaign. He did not reject our proposals. He merely 
asked us not to force him to a final agreement on brutal devaluation, 
as he called it, before the elections, and he left his finance minister here 
to negotiate further with us. 

Those negotiations have not yet been completed, but they are being 

carried into a critical phase right at this moment. 


POSSIBILITY OF CORRUPTION IN OTHER AREAS 


Senator Dirksen. The problem we have as a committee is roughly 
like this: They go in and establish that there have been corrupt prac- 
tices and sharp practices, let us say, in Laos. Those are established 
by documentary proof. 

There are people then who assume, if that is true in Laos, it must 
be true in other countries, who are the recipients of mutual aid. 

Therefore, a case is made against the whole program. 

The question then is: Have these practices existed? If they have, 
have they been cured in view of the fact that there is pending before 
us a request ———— for economic assistance for the fiscal year 1959, 
so one who wants to attack the program can make a pretty decent 
case by saying, why do this unless you get iron-clad assurances that 
these things are not ‘going to continue? 


IMPORTATION OF GASOLINE WATER PUMPS 


I have a hard time dealing with memoranda like those that have 
been set out in the hearings, for instance, there was an application 
to import on the basis of dollar exchange 12 Alcon gasoline water 
pumps. This is on page 529 of the hearings. The application asks 
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for $60,000 in exchange. You would gather from that that these 
would be billed at $5 000 apiece. The GAO memorandum says the 
correct price out of Hong Kong is $220 per unit. The excess billing 
would be on a $60,000 deal, nearly $58,000, so when somebody says, 
“What happens to the money, who got it?” “Is this American dollars 
or Hong Kong dollars or whatever dollars they are. Who has been 
lining his pockets” and then comes the $64,000 question, and I am de- 
fending this program, understand, and I make no bones about it, but 
I feel I have to have a little ammunition in to do it. So, when I en- 
counter an item of this kind from our own General Accounting Office, 
and I guess that is their office memorandum, this has all been submitted 
to the House. This may not be GAO, but they may have identical 
stuff. I only know that you weigh this hearing and this is an open 
document and this appears on the front page and it has been repro- 
duced in the newspapers. The question is: What do we say in order 
to defend the program that will continue for Laos if we give you the 
money ? 

Now, my friend, Mr. Murphy, you enlighten us. 

Mr. Murpny. I can easily understand how you may have been mis- 
led by this memorandum. I think it is very possible that the general 
public could be misled by this but if you examine it closely you will 
find out that the memorandum is from Harry E. Howell. Harry E. 
Howell is a contractor under the employ of the ICA who, with 
several representatives of his firm, were put out in Laos at our 
expense for the very purpose of detecting and preventing over- 
financing of the type mentioned in this memorandum, so Mr. Howell 
was our employee. 

The memorandum is a good case of the effectiveness of the Howell 
organization. If you will notice it starts out recommending that li- 
cense privileges be suspended for a period of a year for both the 
importer and the exporter in the proposed transaction. 

The word “proposed” is very important here because the transaction 

never did take place. 


DETECTION OF CORRUPT PRACTICES 


These two firms did collaborate in putting in a pro forma invoice 
and attempting to get approval by the United States economic assist- 
ance program of these water pumps but the device that we had set up 
to examine these proposed applications detected this one and the 
memorandum ends up recommending that the application be refused 
and formal notification be made of that recommended action. 


RECOM MENDATION FOR PUNITIVE ACTION 


Therefore, the transaction in question never actually took place. 
It was detected and prevented, and I might add that the other three 
items on the 3 or 4 pages of the hearings are identical. Each is a 
memorandum from Mr. Howell, pointing out that the importers and 
exporters involved put in pro forma invoices seeking to obtain trans- 
actions at excessive prices but each one has been detected and each 
one was not only recommended for disapproval but in each instance 
punitive action was also recommended against the firms that tried to 
get approval on the deals. 
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Senator ELLENpER. How many escaped detection ? 

Mr. Murpny. I cannot answer that question, Senator Ellender, ex- 
cept to say that we had rumors in ICA that transactions of this nature 
were being pushed out there. We sent a special investigator out to 
Laos and had him delve into the records out there and we had them 
go into Thailand and Hong Kong, and he did run down many instances 
jike these of proposed transactions, but in all the time he spent on 
it and the work he put on it he was unable to find one instance that had 
actually ever taken place. There was no question but that there 
were a lot of people trying to make a fast buck in these deals. 

I am not suggesting that none of them did get through, because I 
am suggesting “that probably with the best of our efforts on our part 
some cid get through. 


AMERICANS INVOLVED IN BLACK MARKET DEALS 


Senator YouNG. Senator Williams put in the record the names of 
more than 15 American officials, not with your administration, as I 
recall, who were dabbling in black-market deals with our money. 

Dr. Moyer. I noticed that in the record also, and I thought I had 
with me the appropriate document bearing on this question, but I 
would like to insert at this point in the record the precise reference to 
it. 

What I am referring to occurred in the hearings before the House 
Foreign Affairs Committee in which Ambassador Parsons also was 
present, when executive-branch witnesses followed the presentation 
of their report on Laos by the General Accounting Office representa- 
tives who, I believe, will be here tomorrow. During this the follow- 
ing exchange took place: 

Mr. ZasLockr. Has your Office found any fraud on the part of either the 
United States individuals or Lao officials in the financing of the Lao Army? 

Mr. STaPLes. From all the evidence we have had, we can say, Mr. Chairman, 
we have no evidence at all that there was any fraud, malpractice, or wrong- 
doing on the part of the United States officials. 

As far as the same thing with respect to Lao Government officials is con- 
cerned, we can only take that on the basis of circumstantial evidence because 
we do not have access to the records of the Lao Government. (taken from hear- 
ings before the Subcommittee on the Far East and the Pacific of the Committee 
on Foreign Affairs, House of Representatives, 85th Cong., 2d sess., Mutual 
Security Program in Laos, May 7 and 8, 1958, p. 10.) 

Senator Youna. Is Senator Williams wrong, then ? 

Dr. Moyer. All I know is that this answer was given by one of the 
GAO people who prepared the report. 

Senator Younae. If Senator Williams is wrong, that is the first time 
he was ever wrong. 

Mr. Murreny. Mr. Jameson tells me he is familiar with the Senator 
Williams item. It concerns the Philippines and not Laos and it 
concerns the Veterans’ Bureau and it has nothing to do with the 
mutual security program, so there is probably some confusion on 
this, and apparently it does not relate to Laos. 

(See p. 515.) 
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FRAUDULENT COMMODITY IMPORTS 


Senator Dirksen. On page 541 of the hearings, there is a state- 
ment by Mr. Keller: 


In 3 of the cases, commodity imports totaling $207,000 were discovered to be 
fraudulent through the substitution of used equipment instead of new as called 
for in the import license. 

Then the committee asked him to submit data and it is set out 
there in tabular form. Evidently there are the names of three 
suppliers. 

I call your attention to the first column which says “Commodity 
imported.” If I see that large commodity imported, I assume that 
it 1s a consummated deal and the invoice amount was $207,000 and 
the estimated value is set down at $33,000. 

Now, as a amateur accountant, T can only read those figures and 
make a quick interpretation and say $160,000 disappeared and the 
question is, Who got it? 

Dr. Moyer. Senator Dirksen, I do not think any of us want to 
give the impression, and I am sure Ambassador Parsons did not mean 
to give the impression if it were so given that there were no cases of 
fraudulent invoices. As Mr. Murphy has said, undoubtedly there 
were some of these. 

We have no idea what proportion. Many of them would have taken 
place the first year. We did not anticipate this problem. We were 
faced with the necessity of trying to furnish support to this large 
army overnight, really in just a matter of days. We all saw, how- 
ever, that this problem was developing. This program began in 
January 1955. The Howell people did not get out there until Novem- 
ber or December. In the interim, we did the best we could with al- 
most no staff, so I am sure that quite a few got through at that time. 
It is possible that even after the Howell people began making their 
careful studies—suppose you do detect overpricing, suppose ‘by re- 
ferring to catalogs, and they have stacks and stacks of catalogs from 
different places, you detect that their proposed price is way out of 
line and you throw the item out. But, then, in another one where 
you find the price is in line, suppose that importer is in collusion with 
a supplier in Hong Kong and they agree that they are not going to 
send the specified quality. That happens. Undoubtedly it has hap- 
pened. We do not know how much. We think particularly after the 
first year when the Howell Co. got out and the steps Mr. Murphy re- 
ferred to were put into effect, that these were cut down very, very 
much. 

I do not think any of us would say they were completely eliminated 
and I would like to make this further point: The difficulty in com- 
pletely eliminating such cases is the reason that finally led to the 
United States decision to try to get at the roots of this thing by seek- 
ing a solution which would eliminate the incentive. 

The reference from which you read spoke of making this proposal 
to the Laos Government in Janu: iry. Actually, as I remember, Am- 
bassador Parsons, you presented that to the Laos Government at the 
end of the preceding October or the beginning of November. 

Mr. Parsons. I think it was the beginning of October. 

Dr. Moyer. We first spent considerable time on this problem in 
Washington. The Ambassador came home on consultation and we 
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asked the ICA representative to come home, so we could go over all 
angles of this. The root of it, of course, was in the unrealistic ex- 
‘hange rate. 

Senator Dirksen. Virtually everything that is ticketed for 1959 
is defense support. 

Dr. Moyer. Yes, except $1.8 million for technical assistance. 

Senator Dmxksren. Defense support supports the economy so they 
can keep a military force. They do not traffic in military equipment 
because we do not give them a chance to. 

Dr. Moyer. There is a small military program. 

Senator Dirksen. They do not traffic it. It is about ———— for 
military equipment. 

Dr. Moyer. That is correct. 

Senator Dirksen. No country traflics it because we handled that. 
Why do we not find out what they need and split it in kind and pre- 
vent this trafficking through the black market exchange in the kip, so 
that the people out there rather than the market importers—I am 
sure it is not the generality of the people—can develop this kind of a 
situation that causes us an endless amount of headaches in dealing 
with it when these things come to light. 


UTILIZATION OF COMMERCIAL IMPORTERS 


Dr. Moyer. The general policy has been against handling it as you 
have proposed. It would mean literally that we would have to get 
into an enormous business. 

These are items used by the economy in various places. It would in- 


volve the United States in an almost impossible situation trying to 
bring them in, sell them, handle them, and distribute them throughout 
the country. 

Therefore, it has been the policy of the ICA and predecessor agen- 
cies to give this kind of aid through commercial importers. 


TROOP PAY AND BUDGETARY EXPENDITURES 


Mr. Parsons. May I supplement that by saying that the largest 
part of that defense support is actually troop pay and budgetary ex- 
penditures for the Army? The Government of Loas cannot meet its 
ordinary budget in full let alone the budget for military support. 

We pay the entire cost of that Army there, and having to pay it, we 
have sold dollars to the Government of Laos. Those dollars then 
support an import program. 


CHECK ON RECIPIENTS OF MILITARY PAY 


Senator Youne. In Vietnam or Cambodia or Laos, what check do 
we have to make sure that the money that we provide for them to pay 
their military people actually goes to the soldier himself? I asked 
that question when I was in Vietnam and no one seemed to be able 
to answer it. I gathered that they probably had three people check- 
ing all this vast military expenditure and then they did not know for 
sure whether these people are actually getting it or whether someone 
was making a big profit out of it. 

What check do you have to make sure that the money that we pro- 
vide actually goes to the soldier in the field or is there graft in it? 
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Captain Rossins. That is something that has been a matter of con- 
tinuing interest to us,sir. We have employed various means of check- 
ing on it. 

Here again, to run a continuous observation would require numbers 
of people, which we do not have. We would have to have a man at 
every pay table. 

Senator Younc. How many people do you have in Vietnam 
checking the expenditures for the pay of the military personnel in 
Vietnam? 

Captain Roppins. I cannot give you a figure of the people who 
work full time. There are a number of people who work on a part- 
time basis. 


AUDITORS IN THE FIELD 





For instance, our advisers in the field with the troops are expected 
to keep a close eye on that. We have auditors who actually work on 
the Ministry of Defense accounts. We actually sit in the Ministry 
of Defense, in addition to which we have sent teams from here with 
no other purpose than to explore with their very great professional 

talent—they are very highly qualified people—they find out exactly 
what happens to this money. 

We had a team for approximately 3 months last year and one of the 
specific assignments they had was to investigate to the fullest of their 
‘apability how the pay reached the troops and if it reached the troops. 

Senator Youne. Why would not our top people over there in the 
Embassy and our MAAG missions have some answer for a Member 
of Congress when you ask them a question like that? They did not 
seem to know what kind of check we had. 

I believe General Williams told me they had three doing that work 
but he did not know for sure. Noone knew. 

Captain Ropsins. I am sorry he did not because he certainly should 
have. We are certainly aware of the close checks that we have. For 
example, we point out the Vietnamese military program and its 
development as rather a show piece, you might say, because this is 
something that we have developed with them in the course of less than 
3 years from a group of people who had no capability whatsoever in 
this field. 

ASSOCIATION WITH CORRUPTION 


Senator Youna. I realize the problem you have there but if we 
become associated w ith corruption on the part of the leaders any place 
in the world, it is bound to hurt us. 

Captain Ropsins. You know that no more than we do, Senator 
Young, and we are endeavoring to the best of our ability to see that 
that does not happen. 

We are certain in our own mind that Vietnam which has 5 times 
the military force of either of the other 2 countries, those soldiers are 
getting their pay and they are getting it out without any question. We 
are quite certain of that. 

Senator ELLENDER. You say we maintained the Army of Laos in 
toto. Does that mean the pay as well as their food and clothing? 
Captain Ropprns. Yes, sir. 
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FRENCH OPERATIONS 


Senator ELLeNper. I understand the French are there. 

Captain Ropsins. Yes, sir. 

Senator Evtenver. To whatextent? What dothey do there? 

Captain Rossins. The French have a small garrison at their former 
base which is in southern Laos. That is a comparatively small opera- 
tion there. They also have a training mission. They have responsi- 
bility for the training of the Lao forces. That is also much smaller 
than it was and it is now down to the order of 400 people for the whole 
country. 

penator ELLeNDER. Who pays their expenses ? 

Captain Rogsins. The French. 

Senator ELtenper. All of it? 

Captain Rossrns. Yes, sir. 

Senator Dirksen. Mr. Parsons, you were mentioning that most of 
this defense part is troop pay. 

Mr. Parsons. Yes, sir. 

Senator Dirksen. How much of that figure is troop pay ¢ 

Mr. Parsons. I meant by troop pay, troop pay and direct expenses. 

Senator Dirksen. Do we pay the cost of troops entirely ? 

Mr. Parsons. We pay the cost entirely. 

Senator Extenprr. Also to operate the Government. 

Senator Dirksen. Where does that troop pay appear here in the 
Government ? 

Mr. Parsons. The Lao civil budget takes care of a major portion of 
the Lao Government. 


Senator Dirksen. Instead of calling that budget support, which is 
a rather euphemistic, concealing title, why did they not put in there 
“Pay of troops” like we did in our own appropriation? You could 
examine that until the cows come home and you would not realize 
that that is pay. I assume that is the same as cash grants which is set 
down here. 

Mr. Murreuy. One is the local currency derived from the other. 
Only the budget support item, military purposes, your point is a good 
one, Senator Dirksen. It is a question of how much pay you can put 
in the books. 

The figure which you see there covers the whole military budget 
and not just the item of troop pay which is the largest single item 
in that budget. 

The cash grants on the previous page are the dollars that are sold 
to the Lao Government to get the kips which in turn are paid to the 
soldiers and to meet the other expenses of the military in Laos. 

Senator Dirksen. Would it not have been easier to put a paren- 
thesis around “budget support” and put in two words “troop pay,” 
end parenthesis, and that would have settled it / 

Mr. Murruy. Yes, sir. 

Senator Dmxsen. I looked all over here for a specific appropria- 
tions item other than “Budget support” and “Cash grant.” 


DEVELOPMENT OF COUNTERPART FUNDS 


Senator ELLENpER. Whiy is it necessary to use the cash to pay the 
troops? Why could not that money develop counterpart just as you 
do in all other countries and use the kip to pay the troops ? 
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Mr. Murruy. That is our objective, Senator Ellender, and if I may 
digress for a moment, in Vietnam and Cambodia, we had a similar 
situation. We were notified along about Christmas time of 1954 that 
effective January 1 the responsibilities in this peninsula for keeping 
things going would devolve upon us and we went into those three 
countries to help them with their military budgets on very short 
notice and without an import program that would create the currency 
in the traditional method. 

Our objective was immediately to get an import program going 
but we were faced with the requirement of immediately paying the 
troops and to meet other military expenses. 

In Laos we had tremendous difficulties for the reason the Ambassa- 
dor has pointed out—the absence of a business community—the ab- 
sence of all of the sophistication that is necessary to mount such a 
program. 

e are still striving to get such a program that would be handled 
in the traditional method and we hope if we can get monetary reform 
that that will ease the situation. 


CURRENCY MANIPULATION 


Senator E.tenper. I have not visited that area since 1956. How- 
ever, it is my recollection that the bankers there got rich taking our 
dollars and then converting them into kips in Hong Kong and in 
Thailand. 

The bankers got the dollars from us and gave us back kips at the 
rate of 35 to 1 and then the bankers took those dollars to Hong Kong 
and got 3 times that amount of kips. 

Senator Dirksen. I think the chairman has to leave. 

I have some additional questions and I hope you gentlemen can 
come back when the Comptroller’s Office is here. These things are 
necessary to finances because when they sit around the conference 
table there is going to be a rough go and Laos has become a symbol. 

Senator ELLenper. I would like to ask.one question about Taiwan. 


FUNDS FOR TAIWAN TELEPHONE SERVICE 


As I recall, several years ago, we set aside a million and a half dol- 
lars to improve the Taiwan telephone service. It is my understand- 
ing that very little of the money set aside has been used. 

What is the situation on that account now? Can anybody tell us? 

Dr. Moyer. I cannot tell you, but may I look it up and report at 
the beginning of the next session ? 


POWER RATES IN KOREA 


Senator Exitenper. I would also like you to make available to the 
committee what changes, if any, have been made by the Korean Gov- 
ernment on the charges for electric current. (See p. 336.) 

I brought that matter up on 2 or 3 occasions in the past and the 
last information I received was that the assembly did increase the 
rates but not sufficiently to pay for the actual cost of generating 
electricity. 
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CONTRIBUTIONS TO VETERANS SERVICE 


Senator Younc. Would you add to that the Veterans Service Ad- 
ministration of Taiwan, how much we are contributing to that? 
(The information requested appears on pp. 312-313.) 


COMMITTEE RECESS 


Chairman Haypen. The committee will stand in recess until 10 
o’clock tomorrow morning. 

(Whereupon, at 12:35 p. m., Wednesday, July 16, 1958, the com- 
mittee recessed until 10 a. m., Thursday, July 17, 1958.) 
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THURSDAY, JULY 17, 1958 
UNIrepD STATES SENATE, 
CoMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room F-37, 
the Capitol, Hon. Carl Hayden, chairman, presiding. 

Present : Chairman Hayden, Senators Ellender, Robertson, Stennis, 
Young, Knowland, Thye, Dworshak, and Dirksen. 


MUTUAL SECURITY PROGRAM 
Far Easr 
DEPAR' MENT OF STATE 


STATEMENT OF HON. WALTER S. ROBERTSON, ASSISTANT SECRE- 
TARY OF STATE FOR FAR EASTERN AFFAIRS; ACCOMPANIED 
BY J. GRAHAM PARSONS, DEPUTY ASSISTANT SECRETARY, FAR 
EASTERN AFFAIRS; ROBERT YOST, FOREIGN AFFAIRS OFFICER, 
BUREAU OF FAR EASTERN AFFAIRS; AND ROBERT G. BARNES, 
SPECIAL ASSISTANT FOR MUTUAL SECURITY COORDINATION 


INTERNATIONAL COOPERATION ADMINISTRATION 


STATEMENT OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR, 
OFFICE OF FAR EASTERN OPERATIONS, ACCOMPANIED BY 
LEONARD J. SACCIO, GENERAL COUNSEL; WILLIAM J. KROSNER, 
ACTING PROGRAM OFFICER, OFFICE OF FAR EASTERN OPERA- 
TIONS; AND J. E. MURPHY, CONTROLLER 


DEPARTMENT OF DEFENSE 


PRESENT: CAPT. B. A. ROBBINS, JR., USN, DIRECTOR, FAR EAST 
REGIONAL AFFAIRS; COL. JOE M. WHITFIELD, DEFENSE CO0- 
ORDINATOR FOR MILITARY ASSISTANCE PROGRAM, CONGRES- 
SIONAL PRESENTATIONS; AND MARKLEY SHAW, COMPTROLLER, 
INTERNATIONAL SECURITY AFFAIRS 


ASSISTANCE TO FORMOSA 


Chairman Haypen. The committee will be in order. 
We are glad to have you gentlemen. I believe Dr. Moyer is the first 
Witness this morning. Senator Young. 
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Senator Youna. I have just 2 or 3 questions with respect to Formosa, 
Chairman Haypen. Very well. 
Senator Younc. How much economic assistance are we giving to 

Formosa ? 

Dr. Moyer. ———— million in defense support and $214 million in 
technical cooperation. 

Senator Youne. How is that broken down? 

Dr. Moyer. The initial breakdown is given in the table on page 40 
of the presentation book, between project and nonproject assistance, 


The nonproject is the commodity assistance. For projects ——— mil- 
lion is proposed in defense support, and for the nonproject assistance 
million. 


Taking the nonproject assistance first, that is entirely in surplus 
agricultural commodities. Except for certain capital items, China 
takes care of all other imports out of its own foreign exchange. 
Nonproject aid consists largely of cotton, wheat, and soybeans. The 
items are listed on page 49: Bread grains, - million; soybeans, 

million; raw cotton, ———— million; fats, oils, and ‘tallow, 
—— million. That is brought in to meet the needs of the economy 
and maintain stability. That is that part of it. 





PROJECT ASSISTANCE 


For the project assistance, for which we propose ———— million, you 
will find the breakdown on page 45. The columns showing the specifie 
projects are on the left. You will see that the larger part is under 
the general heading of what is called here industry and mining. This 
is mainly electric power. There is ——— million helping with coal- 
mine development, but the bulk is in power, including improvement 
of the transmission systems. 

Senator Youne. I visited Taiwan last fall, and I could see a great 
deal of improvement there. I think our people there are doing very 
well. This is especially true of the technical assistance program. I 
looked that over in Vietnam and Taiwan and other countries. These 
are good programs. 






ASSISTANCE TO GI’S IN FORMOSA 


There is one program that I am looking for here, our assistance to 
the GI’s in Formosa under the Veterans’ Administration. How much 
money are we providing to pay for their veterans? The House, I 
think, criticized that. 

Dr. Moyer. Yes; there was some criticism. There is nothing new 
in fiscal year 1959 for these programs. This program was first 
initiated in 1955, and this has been talked of as a GI pension plan, 
which is not what the program really is. There are no pensions 
involved at all. At that time, as you know, the armies which the 
Generalissimo brought from the mainland included quite a few overage 
people. A lot of them were sick—TB and other things—and the pur- 
pose of this program was to help the Government weed out this group 
and replace them with young recruits from Formosa in order to 
strengthen the forces. 

To accomplish that we helped them, first of all, to build some hospi- 
tals and old-age homes on a modest basis. These are not elaborate, but 
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they are adequate. Then also we helped to undertake other projects 
which would temporarily take care of these people until they could 
get on their own feet. 

Senator Youne. How much money is there in this budget for that ? 


FUNDS INVOLVED 


Dr. Moyer. There is nothing in this budget for that. We have, by 
agreement with the Chinese Government, spent on this program what 
was obligated in the first instance, w hich was a total of $48 million, 
of which $6 million was allocated to the Department of Defense to get 
the new recruits in, and $42 million was used for various purposes to 
get the over-aged people out of the Army and back into self-sustaining 
occupations. 

Senator Younc. Are there any carryover funds that will be used 
for this purpose ? 

Dr. Moyer. Some local currency. 

Senator Youne. How much ? 

Dr. Moyer. If you turn to page 45, these continuing projects are 
indicated 1 in parens (RETSER). T hat j is the abbrev iation for retired 
servicemen. You will see three such projects. You will see there 
are no dollar funds for them. In the extreme right in the local cur- 
rency column you will see that there is local currency. This local 
currency still comes out of the original $42-million fund. There is 
approximately $2 million to complete the east-west highway, and there 
are 2 smaller amounts, 1 for hospital construction and 1 for the east- 
west highway development ; that is, for development of land on which 
they can settle and earn a living. This highway has opened up quite 
arich area. Some of these servicemen are being settled along there. 
That is the purpose of this project. Fiscal year 1959 will be entirely 
in local currency. 

Senator Youne. What is the amount ? 
Dr. Moyrr. For the hospital it was $205,000. 


COUNTERPART EXPENDITURES 





Senator Youne. How much counterpart money altogether will be 
spent for this program ? 

Dr. Moyer. Approximately $36.2 million out of the original $42 
million was devoted to imported commodities which were sold for 
counterpart. A great deal of the cost was local expense. 

Senator YounG. $36 million ? 

Dr. Moyer. $36.2 million ; yes, sir. 

Senator Youne. For the GI program ? 

Dr. Moyer. A total of $42 million. 

Senator Youne. For the GI program ? 

Dr. Moyer. Including all these elements I have been speaking about. 

Senator Youne. I think we better go easy on that, because we are 
building up a program that we can never get away from. 

Dr. Mover. Most of this, as I have s said, has gone into initial con- 
struction and the types of things which will enable the Chinese Gov- 
ernment to do later what may still be necessary. We will not support 
it any further. 
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Senator Younc. A good deal of it would be in the form of economie 
assistance. 

Mr. Rosertson. May we go off the record for a moment, because ] 
don’t want to interfere with Dr. Moyer’s testimony. 

Senator Youne. Yes. 

( Discussion off the record. ) 

Dr. Moyer. Another part of the funds was used to reclaim land and 
the veterans settled on it. A good deal of the money was spent for 
purposes related to taking care of them, but it had the effect. of im- 
proving the economy and developing certain parts of it. 

Senator Youna. Do you provide for some direct assistance for hos- 
pitals. 

Dr. Moyer. Yes, sir. 

Senator Younc. Are there any pensions involved ? 

Dr. Moyer. No, sir. There are no pensions involved in this. 

( Discussion off the record. ) 

Senator Younc. This program I think we should go easy on, not 
the economic assistance, but I do not think we should get t involved in 
any GI program over there. 


Dr. Moyer. Yes, sir. 










EFFECT OF PROGRAM 








Mr. Roprerrson. | just want to add, Senator, that this program has 
had a very salutary effect on the army. ae a third of all the forces 
there are Taiwanese. They have had : very successful recruitment 
program for the young Taiwanese on the island to replace these over- 
age veterans. The average age of the army now is about 26. The age 
has been lowered and as stated about a third of all the forces are 
Taiwanese. 

Senator Younc. That isall. Thank you. 

Chairman Haypen. Senator Dirksen. 

Mr. Roperrson. Captain Robbins said that the average age is now 
94.5 years. 









UNITED STATES EMPLOYEE 





DEALINGS IN BLACK-MARKET CURRENCY 





Senator Dirksen. Any one of you can answer this. There have 
been some allusions to the statement that Senator Williams made on 
the floor of the Senate on March 13, 0n page 3777 of the Record. As 
I read it, it relates entirely to the Veterans’ Administration employee 
transgressions in the Philippines. But rather than have my statement 
appear in the record, if you are similar with it, I would rather have 
you make some comment at this point so we are entirely clear on that 
point. 

Dr. Moyer. I am not familiar with the background of that, but I 
think Mr. Jameson is. 

Mr. Jameson. Mr. Chairman, there have been some references dur- 
ing the hearings to the statement of Senator Williams. 

Senator Youna. I was the one who made the reference. 

Mr. Jameson. I believe some other members have, too, Senator 
Young. This was relating to the employees of the ICA in Laos. 
The statement in fact relates to employees of the Veterans’ Bureau in 
the Philippine Islands. It relates to certain dealings with black- 
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market currency and profiteering. It has nothing to do whatever 
with the ICA or any employees of ICA. 

Senator Youne. Is it not possible that many of the black-market 
operators in V ietnam and Laos were dealing with these Americans 
over there? That they were part of the black market that provided 
this lower priced currency to the Laos officials and others. 

Mr. Jameson. There has been no evidence presented to us or come 
to our attention of any such operations by any ICA employees or 
yersonnel. 

Senator Youna. I know that istrue. There are no ICA officials in- 
volved. But there could be some local people in Laos, Cambodia, or 
Vietnam. The Loas officials were buying this currency on the black 
market in Bangkok and other places, some as far away as Manila, so 
apparently our Americans over there, not in the ICA, but mostly in 
the Veterans’ Administration, were a part of this black market. 

Mr. Jameson. That might be true. I have no information on that, 
Senator. My recollection of the testimony before the House Appro- 
priations Committee where this matter was gone into very thoroughly 
was that the Comptroller General’s representatives testified that they 
had been unable to find any evidence of deviation or misconduct by 
anybody on our staff in connection with this matter. 

Senator Youna. I was the one that made the statement, but in go- 
ing over the record I changed it, because I realized that I had said 
ICA, and I did not mean to say ICA. I changed that record myself. 

Mr. Jameson. Thank you, Senator. 

Captain Rospins. Senator Young, I gather, sir, that you are again 
referring to Veterans’ Administration personnel who have been re- 
ported in this other incident ? 

Senator Youna. By Senator Williams. 

Captain Rospsins. As being connected with black-market operations 
in Laos, Vietnam, and Cambodia. 

Senator YounG. Senator Williams did not say it in his report, but 
he said they were dealing in a black market over there. This was a 
black market with the officials of Laos who were getting some of their 
black-market money. They could well have been a part of it. I 
do not say they were, but they could well have been a part of it. This 
ra the black market in which the officials of Laos were dealing. 

Captain Roseins. Local officials. 

Senator Younac. Yes. 

Captain Roppins. We have no Veterans’ Administration personnel 
in those countries. 

Senator Youne. I am talking about local people, not our own 
people. 

STATEMENT OF SENATOR WILLIAMS 


Senator Dirksen. Mr. Chairman, it might be well just to keep the 
record clear if at this point the statement of Senator Williams, which 
is not unduly long, were inserted in the record. 

Chairman Haypen. Without objection it is so ordered. 
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(The statement referred to follows :) 
[Congressional Record, pp. 3777-3778, March 13, 1958] 


HARM TO PRESTIGE OF THE UNITED STATES By TRANSGRESSIONS OF GOVERN MENT 
EMPLOYEES 


Mr. WILLIAMS. Mr. President, today I wish to call attention to the transgres. 
sions of certain Government employees whose guilt cannot be measured in 
terms of dollars and cents, but, rather, in the harm they have done to the 
prestige of the United States in the country in which they were serving. In 
the Philippines a group of Federal employees, when charged with having been 
engaged in an active black-market currency operation, took the fifth amend- 
ment, rather than answer the charges; one of these fifth amendment employees 
is still being carried on the Federal payroll. 

It is recognized that allegations against an individual do not constitute 
guilt; however, when employees of the United States Government take the fifth 
amendment, rather than answer charges of improper action in connection with 
official duties, as far as I am concerned they assume guilt, and should summarily 
be fired. 

Several months ago my attention was called to this alleged major black- 
market currency operation in the Philippines. I promptly placed an inquiry 
with the departments involved, and have received the following information: 

This black-market operation in currency was investigated by the Intelligence 
Unit of the Veterans’ Administration between July and September 1953, with 
their report being filed on October 13, 1953. 

The report showed that approximately 30 Government employees were in- 
volved. Some were involved only to a minor extent; however, one had con- 
verted over $100,000 in a calendar year, and the 1-year operations of another 
exceeded a quarter of a million dollars. 

When confronted with these charges concerning their questionable transac- 
tions, several of the Federal employees took the fifth amendment, rather than 
answer to the agency conducting the investigation. 

In sOme instances, those who had taken the fifth amendment later withdrew 
their claims to rights under this amendment, and gave testimony in answer to 
the charges. 

I find that one employee, Mr. Lloyd D. Margerum, who insisted upon his 
rights under the fifth amendment, and who refused to answer the charges 
against him, is still on the Federal payroll. 

At the time of the charges, Mr. Margerum was serving as assistant supply 
officer in Manila, at a salary of $5,435 per annum. Although insisting upon 
his rights under the fifth amendment, he was not fired, but merely was demoted 
from a grade GS-9 to GS-7 and was transferred from the Philippines to the 
veterans hospital in Wilmington, Del. Later he was transferred to Puerto 
Rico where, as of January 21, 1958, he held the position in the Veterans’ Ad- 
ministration as chief of the supply division, at a salary of $5,710 per annum. 

Another employee involved was Dr. Benjamin Wandruff, formerly chief, 
professional section. The records of the Bank of America, Taft, Calif.; the 
National City Bank of New York, New Yerk City: and the Ann Arbor Bank, 
of Ann Arbor, Mich., disclose that during the period July 1952, to July 1953, 
deposits of approximately $250,000 were made by Dr. Wandruff and/or his 
wife. During the period of July 29, 1952, to June 19538, he purchased United 
States postal money orders totaling $112,600. 

When confronted with the charges of being engaged in black-market-currency 
operations, Dr. Wandruff invoked his rights under the fifth amendment, and 
refused to answer any questions concerning his financial transactions. He was 
removed from Government service. 

Another Federal employee in the Philippines, who is charged with having 
remitted more than $100,000 to the United States during a 1-year period, is 
Mr. Walter T. Ridlehuber, former adjudicator, GS-9, at a salary of $5,685 per 
annum. 

The records of Bossier Bank & Trust Co., Bossier City, La.: the Bank of 
America, harbor branch, San Francisco, Calif.; and the National City Bank of 
New York, New York City; show that during the period July 1952 to July 1953 
Mr. Walter T. Ridlehuber and/or Mrs. Ridlehuber deposited approximately 
$130,000 in their accounts maintained in the above banks. 
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According to official records Mr. Ridlehuber purchased United States postal 
money orders totaling $65,111.85 during the period July 3, 1952, to July 21, 1953. 

Both Dr. Wandruff and Mr. Ridlehuber, when interviewed by the Veterans’ 
Administration, invoked their rights under the fifth amendment, and refused to 
answer any questions concerning the above or other financial transactions. Both 
men were removed from Government service; but, to my knowledge, no other 
action was taken against them. 

There is also evidence indicating that employees of some of the agencies other 
than the Veterans’ Administration were involved to a somewhat similar extent, 
and that the same practice—that of Government employees engaging in the 
manipulation of the native currency—has spread to other countries in the far 
eastern area. 

Accordingly, I have referred the problem to the Comptroller General of the 
United States, with the request that his office conduct an independent examina- 
tion and render a report as to present conditions. 

I wish to thank Mr. Sumner G. Whittier, the new Administrator of the Veter- 
ans’ Administration, for his cooperation in obtaining the necessary information 
to make this report, and to compliment him on the aggressive manner in which 
he is currently moving forward to handle the situation. 

I shall not delay the Senate by a discussion of each of the individual cases 
involved ; however, as evidence of the extent and seriousness of these irregulari- 
ties in the Philippine area, I ask unanimous consent to have incorporated in 
the Record, as a part of my remarks, a portion of the report by the intelligence 
agent on this case. 

There being no objection, the excerpt from the report was ordered to be 
printed in the Record, as follows: 

OFFICE OF APPRAISAL AND SECURITY, 
INVESTIGATION SERVICE, 
October 13, 19538. 
Subject : Alleged irregularities, VA regional office, Manila, P. I. 

(Investigation by: Thomas C. Doherty, Donald A. MacCallum. Period of 

investigation : July 7, 1953, through September 4, 1953.) 


BRIEF 


1. This investigation was authorized after it had been brought to the attention 
of VA central office by the then manager, R. B. Lovett, Manila regional office, 
that the intelligence division, Central Bank of the Philippines, and the office of 
special investigation, Far East Air Force, were conducting investigations into the 
activities of certain VA employees alleged to be involved in black-market 
activities. 

2. Investigation disclosed : 

(a) That for a profit, the following employees engaged extensively in foreign 
exchange transactions in violation of VA policy, Philippine exchange control 
laws and regulations, United States Army and United States Air Force currency 
and postal regulations, which resulted in revocation of their APO and other 
privileges extended by the 13th Air Force and in bringing discredit and embar- 
rassment upon the VA and the United States Government: Dr. Benjamin Wand- 
ruff, Chief, professional section; Douglas M. Morritt, former chief attorney; 
William E. Diner, Chief, administrative division; Ralph S. Frame, assistant 
finance officer; Lloyd D. Margerum, assistant supply officer; Harold V. Seiferd, 
authorization officer; Norman D. Enke, adjudicator, and Walter T. Ridlehuber, 
adjudicator. The foregoing employes refused to answer pertinent questions 
relating to their financial activities by invoking their privilege under the fifth 
amendment or on the basis that they were of a personal nature and of no concern 
to the VA. 

(b) That for a profit, John K. Winn, supervising attorney ; Thomas McEwen, 
field examiner, and John Shrader, chief, accounting section, finance division, 
engaged in foreign exchange transactions in violation of Philippine exchange 
control laws, regulations, ete., but to a lesser degree than the above mentioned 
employees. These employees also refused to answer pertinent questions relating 
to their financial activities by invoking their privileges under the fifth amend- 
ment. 

(c) That 11 other employees of the MRO had engaged in foreign exchange 
transactions in violation of Philippine exchange control laws, regulations, ete. 
Five of these employees admitted that they had done so for a profit. The others 
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admitted the transactions but claimed that they had engaged in such activities 
not for profit but as a matter of convenience in cashing dollar instruments, etc. 

(d) That for a profit, William Y. Hester, attorney advisor, VARO, Little Rock, 
Ark., while assigned to the MRO, did engage in foreign exchange transactions in 
violation of Philippine exchange control laws, regulations, etc. 

(e) That Dr. Benjamin Wandruff, a full-time employee of DM&S, 
VA regulations by engaging in the private practice of medicine. 

(f) That William E. Diner violated VA regulations by engaging in speculative 
activities. 

(g) Dr. William Crutchett, chief medical officer; Earl Sawyer, former chief, 
VR&KE division; Ralph 8. Frame, assistant finance officer; Leandro Gaspar, 
training specialist, VR&E; Moises Diano, facilities specialist, VR&E; Jose 
Adoptante, chief, voucher audit section; M. D. Silang Cruz, chief, general ledger 
unit: S. P. Nuguid, business accountant; A. R. Velez, business accountant, and 
Romeo Aluning, business accountant, finance division, violated VA regulations by 
accepting gifts, gratuities and/or favors from approved instiutions with whom 
the VA was doing business. 

(h) That the following full-time employees of the MRO are engaged in part- 
time employment with approved educational institutions or hospitals with whom 
the VA is doing business; A. G. Evangelista, chief laboratory technician ; Gilcerio 
Opinion, Jr., docket attorney; Ignacio Katapang, docket attorney, and Pascual 
Trinidad, business accountant. 

3. Action taken: 

The following employees resigned or were removed as a result of the investiga- 
tion : 

Dr. Benjamin Wandruff, chief, professional section. 

Mr. William E. Diner, chief, administrative division (after receipt of charges). 

Mr. Edward J. Zitek, field examiner. 

Mr. Earle M. Sawyer, chief, VR&E division. 

Amaury R. Velez, business accountant, finance division. 

Miguel D. Silang Cruz, chief, general ledger unit, finance division. 

Moises B. Diano, facilities specialist, VR&E division. 

Mr. Douglas M. Morrill, chief attorney. 

Mr. Henry N. Conway, Jr., contact officer. 

Mr. Conrad 8S. Wilke, assistant chief, administrative division. 

Romeo D. Aluning, finance division business accountant. 

Sebastian P. Nuguid, business accoutant, finance division. 

Jose M. Adoptante, chief, voucher audit section. 

Mr. Ralph S. Frame, assistant finance officer. 

Norman D. Enke, adjudicator. 

Mr. Harold V. Seiferd, authorization officer. 

Mr. Walter T. Ridlehuber, adjudicator. 

Mr. Lloyd D. Margerum, assistant supply officer, was demoted from grade 
GS-9 to GS-7 and transferred to VAH, Wilmington, Del. 

Letters of reprimand were issued to the following employees : 

John K. Winn, attorney adviser. 

John W. Shrader, chief, accountant section. 

Daniel D. Wolfe, rating specialist. 

William Y. Hester (now supervisory attorney, VARO Little Rock, Ark.). 

Thomas M. McEwen, field examiner. 

Thomas M. Lee, assistant chief attorney. 
James F. Dobbins, supervisory attorney. 
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NEGOTIATIONS REGARDING CURRENCY REFORM 


Senator Dirksen. Mr. Parsons, I believe you have had a chance to 
refresh your recollection on the testimony before the House on the 
misdeeds in Laos. At this point have you any comment you would 
like to make on this subject ? 

Mr. Rosertson. Senator, before Mr. Parsons answers, may I correct 
for this record the inaccuracy of a statement which you cited in a 
previous record, namely, that we had negotiations with the Lao offi- 
cials about monetary reform and that they rejected our proposition. 
That is an inaccurate statement. 
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Senator Dirksen. The statement in the previous record is 
inaccurate ? 

Mr. Rozertson. The statement in the previous record is inaccurate, 
What happened is this. ‘The Prime Minister of Laos came to Wash- 
ington last January to enter into negotiations for monetary reform 
with the Secretary of State. In these negotiations we agreed in prin- 
ciple that monetary reform had to take place, and it was made plain 
that we were not going to continue to furnish aid on a basis of 35 ki 
to the dollar. The Prime Minister pressed the Secretary very ned 
not to force devaluation before the elections that were soon coming up, 
because previous experience had been when the French devaluated 
the kip, prices went up and wiped out all the benefits. The conserva- 
tive government did not want to give the Communists such a propa- 
ganda weapon in the elections. So it was at the highest policy level 
that it was agreed here that we would not press for devaluation before 
the elections. However, it was agreed that beginning April 1, the 
dollars we put into Laos would be placed in a blocked segregated 
account ; that kip at the rate of 35 to the dollar would be issued against 
these dollars to pay the troops, but that such dollars were not to be 
used by the Laos Government until we had agreed upon a satisfactory 
reform measure for the country. Those dollars have been blocked 
since that time. 

The elections have been held but the reorganization of the govern- 
ment has not been completed. As soon as it is we are entering into 
negotiations to agree upon a satisfactory rate at which our dollars 
shall be used. In the meantime we have notified the Laos Government 
that beginning July 1 we are not going to put any more dollars into 
Laos until a satisfactory agreement has been effected. I want to 
correct the record, because Laos did not reject our proposal. We had 
negotiations, we agreed upon a procedure, we took measures to pro- 
tect the funds that were being paid to Laos by placing them in a 
blocked account. Those dollars will be covered by the new agreement 
just as the new money paid after July 1 will be. 

Senator Dirksen. Mr. Parsons? 


COMMENTS ON TESTIMONY 


Mr. Parsons. Senator, in making comments on this testimony, I 
should like to say first of all that I don’t want to create the impression 
that no mistakes have been made in Laos. Of course mistakes are 
always made. Nor would I like to create the impression that we are 
fully satisfied with the program. We are never satisfied. Also, in 
certain critical comments I make I would not like to create the impres- 
sion that I think it was a bad thing for the General Accounting Office 
to study the situation in Laos. I think it was a good thing. I am in 
favor of having a careful check made from time to time of what we 
do in these programs. 

T do feck, however, that. the record should be corrected in respect 
of certain statements made; statements made by persons who had not 
been to Laos. They were made in relation to a study that necessarily 
had to be made hastily, and that had not been reviewed by the 
agencies concerned at the time. With that preamble I would like to 
note briefly that on page 520 of the testimony the General Accounting 
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Office witness was asked if in his testimony he was referring to the 
nonmilitar y assistance program only. The witness replied, “That ig 
correct.” 

To make sure there is no mistake about the scope of his testimony, 
defense support in Laos includes, of course, both economic and military 
items. The biggest item is budgetary support for the army. So it 
is not quite right to say that the scope of the testimony was merely 
economic assistance. It concerned defense support for the support 
of the army, too. 

On page 523 appears the statement which Mr. Robertson has com- 
mented upon that a plan offered by United States officials was rejected, 
so I will not comment on that further. 


GAO FIELD EXAMINATION 


On page 524, the witness stated that at the time of the GAO field 
examination, no end-use inspections were being made, principally 
because the Embassy had restricted mission representatives from con- 
tacting Laos nationals. I did not issue any such instructions before 
I left Laos on February 8. The visit of the GAO representatives 
took place in March. We therefore telegraphed our Embassy for 
comments on this testimony. 






TELEGRAM FROM AMBASSADOR 


























The reply which we received was put briefly into the record on page 
989 of the testimony. At that time I read two excerpts from the reply 
from Vientiane. ‘The first one is: 

The Comptroller of the USOM who was the source of the information of the 


GAO cannot recall making a definite statement which indicated that Embassy 
restrictions prevented effective end-use inspections. 

The second is: 

In the complete absence of any factual evidence supporting the allegation that 
Embassy policy directives hampered appropriate end-use inspections or audit 
activities by the USOM, I must conclude that the allegation is completely without 
foundation. 

That is signed by the present Ambassador in Laos. The rest of 
the message is in the same sense. 

Senator Dirksen. Who is our present Ambassador there ? 

Mr. Parsons. Mr. Horace Smith, who was formerly Minister Coun- 
selor in Manila and at one time was one of our liaison officers with 
the Senate side of the Congress. 

On page 526, the w itness stated in respect to the cash grants and the 
local currency counterpart generated thereby, and stated : 


Where they should deposit one hundred kips, they deposit 35. 


For the record, I would say that the legal rate of exchange is 35, and 
it is not possible to evade ‘the law of the land in the manner that is 
apparently suggested. It is quite right that we are in favor of a 
more realistic return for cash grant dollars, and that has been the 
object of the negotiations whith Mr. Robertson has just outlined. 
Senator Dirksen. In other words, in an intergovernmental trans- 
action between this country and ourselv es, we have no choice whatso- 
ever, morally, legally, or otherwise, than to operate on the basis of the 
legal exchange rate regardless of what the black market rate is. 
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Mr. Parsons That is absolutely correct. No responsible government 
could operate in any other way. 


DISPARITY IN EXCHANGE RATE 





Senator Tuy. Mr. Chairman, at that point, what makes the vast 
difference between what is legal exchange and the apparently black 


market exchange, because reading the testimony right here on page 
526, it says: 


But we are shipping commodities and on the commodities we ship we are being 
penalized to the difference between 35 kips to $1 and 100 kips to the dollar. 

Mr. Parsons. Senator, there are a great many factors that go into 
disparity. They could perhaps be summarized by saying just this: 
politic: ul uncertainty as to the future of the country. Right under the 
Communist guns, with the Vietminh on the border, C ommunist China 
also on the border, this uncertainty as to the courses of actions that 
the Laos Government would take in dealing with serious threats to the 

very existence of the country was very real. Uncert ainty, too, perhaps, 

even as to the constancy of the United States effort in helping to keep 
this little country free. And so a man who has kkips may not want to 
hold kips in the face of all these uncertainties. So he gets them down 
to Bangkok or over to Hong Kong in one way or another, and he sells 
them out for what he can get for them. There are not really large 
supplies of kips becoming available in Bangkok or Hong Kong, but 
those that are there are sold at rates varying up to above a hundred. 
At one time it went as high as 115 or 120. Most of the time recently 
it has been around 80 or 85, at least as of the time I left Laos. 

There are a good many other technical factors that influence the 
situation, but I think those are the broad lines of how this disparity 
happens to come about. 

Mr. Rozerrson. I would also like to add, Senator, that if you went 
into the Hong Kong market to buy kip in the amounts we would have 
to have for this program, you would find that the discrepancies be- 
tween the official rate and the black-market rate would close up very 
fast. It would be impossible to buy kip in the amount needed for this 
program on the outside market. All of the factors that Mr. Parsons 
outlined are true, but as a practical matter you could not begin to buy 
the kip needed for the program in Laos at the rates quoted on outside 
black markets. 





























RLACK MARKET EXCHANGE RATES 

Senator Youna. Is it not true that practically all of these countries 
put a fictitious value on their own currency? I don’t know whether 
it is for the purpose of enabling some of them to make a profit in the 
black market, but they have done that for years, even in Korea. 

Mr. Roserrson. The countries do not create the black market. I 
think the black market rate reflects the unstable conditions that exist 
in these countries. I think you can go around the world generally and 
find a so-called black market rate for currency which is usually above 
that of the established legal rate. It is one of the results of inflation, 
of the uncertainties that exist, and to a greater degree in certain Asian 
countries. But these markets are not deliber: ately created by the 


countries concerned. It would be against their interest to do so. 
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Senator Youne. When I was in the Philippines about 3 years ago, 
I hed a lot of complaints from our own servicemen over there. and I 
took it up. with the State Department, and could not do anything 
about it. We paid our own military personnel in local currency which 
didn’t have a realistic value. If they had been paid in United States 
dollars, their purchasing power would have been greater than being 
paid in local currency. Almost every serviceman that we had over 
there that I talked with complained about it. That is a bad situ: ition, 
too, when we force our own personnel to take some other currency 
that does not have a true value. 


CONTROL OVER ISSUANCE OF KIP 


Senator Ex.xenpver. Mr. Robertson, in that connection to what ex- 
tent does ICA participate in the printing of money in Laos? Are 
any limitations placed on them by ICA so that they don’t print excess 
amounts of kip ? 

Mr. Rorerrson. Perhaps Dr. Moyer would like to answer that for 
ICA. 

Dr. Moyer. The Lao Government has a law involving the amount 
to which it can go into debt. That has the effect of controlling the 
matter. 

To answer briefly, Senator Ellender, we don’t directly try to control 
the amount of money which is printed. There has to be enough money 
in circulation to meet the normal demands of trade. The diffic ulty 
comes when they have such large expenses for military forces that the 
currency in circulation is not matched with an equivalent amount of 
commodities. It would be useless, for instance, taking Laos as an 
example, to put a restriction on the amount of currency issued if they 
have to pay the forces. They have to have something with which to 
pay the forces. 

Senator Exitenver. The point I am trying to make is that if you 
had some kind of control over their issuance of kip that the difficulty 
we are now complaining about may not happen. I would be very 
much surprised that if in a country like Laos you would not find much 
waste and mismanagement because the people lack the required 
knowledge. 

It strikes me, that because of this fact we should have taken steps 
to curb the issuance of excessive money to prevent the very thing 
we are talking about here. 

Mr. Moyer. I think the root of the matter is the one you mentioned; 
they lack experience and everything that is necessary. We have not 
taken over the Government. Tt is still their Government. They are 
sovereign in Laos. We are the outsiders, and all we can do is to work 
with them, trying to educate and trying to stimulate, and so on. As 
far as the currency or control of currency is concerned, that is not 
the basic question. 

Senator Exnnenper. They are dependent on us. For that reason 
it strikes me that you could give them mighty good advice and they 
should be prone to follow it. 

Senator Dirksen. Mr. Parsons, how much more comment do you 
have on the record ? 

Mr. Parsons. I had 4 or 5 other items. 
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Senator Dirksen. Couldn’t you rapidly proceed with those in order 
to conserve time ? 

Mr. Parsons. May I first comment on this latest topic? 

Senator Dirksen. Yes. 


DILEMMA IN PRESENT SITUATION 


Mr. Parsons. We face a dilemma in this situation, Senator Ellen- 
der. We have suspended cash grants until we can get a fair number 
of kips for our dollars. Thirty-five isnot enough. The Laos Govern- 
ment just the other day had to ask the National Assembly to authorize 
the bank to loan kips to the Government to pay the army. The kips 
do not exist. They do not have the money. They are bankrupt in 
thissense. So the bank has to print kips to pay the army if we refuse 
to give the dollars. 

Senator Eiienper. How can they become bankrupt? Where does 
the money go’ Is it that valuable that most of it stays within the 
country ? 

Mr. Parsons. The payroll has to be met every month. If the 
Government does not have the kips to meet the payroll it has to borrow 
from the bank. 

Senator Eiienper. I know, but you furnish dollars to buy the kips. 

Mr. Parsons. We have suspended the transfer of cash grant dollars. 


CURRENCY CONVERTIBILITY 


Senator ELtenper. How do they convert the dollars ? 

Mr. Parsons. They convert the dollars at the legal rate of 35 to 1. 
We give a Treasury check to the Minister of Finance of Laos. He 
turns that over to the national bank which credits the number of kip 
at the rate of 35 to 1. If we don’t transfer the cash grant dollars 
the kips have to come from someplace else. The Government does not 
have them. So it has asked the Assembly to authorize the bank to 
create the kip and loan it. 

Senator Ettenpver. To some extent do some of these bankers take 
some of the dollars and trade the dollars for kips on the outside? 
When I was there I heard that many bankers who work for the 
Government did that. 

Mr. Parsons. We had some testimony on that yesterday, Senator. 
Others are more competent than I to talk about that. The kip that 
goes out is not in the large quantities that would make it possible to 
be sufficient for that, if it were held in the country. 

Mr. Mcurrny. If I may inject here to avoid any misunderstand- 
ing, the dollar checks that the Loa Government gets from the United 
States are deposited eventually in the New York bank to the account 
of the Government of Laos. It is not made available to private citi- 
zens through this bank that gets the check. What happens is that the 
Lao Government is able to use those dollars that are to their credit in 
the bank in New York to finance imports into Laos. We have an 
agreement with the Lao Government that they will consult with us 
and will use those free dollars only for imports which we agree are 
essential. 

Senator Ertenper. That is under your new setup? 

Mr. Murruy. That has been the case for almost 2 years. As the 
Ambassador testified yesterday, there was one instance where they 
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slipped up and they issued some licenses to use these dollars in the 
New York bank to importers without our consent. We found that 
out and made the strongest protestations about it, and the Govern- 
ment undertook remedial action, and there has been no recurrence of 
that since that occasion. 

Senator Exienver. The situation I speak of prevailed in 1956 and 
before that time. 





WRITTEN AGREEMENT WITH LAOS 






Mr. Morpuy. It is my understanding, sir, I would like to check 
this for the record, as I recall the situation before we ever gave them 
the first dollar check under this arrangement, we had a written agree- 
ment from the Lao Government that the use of those dollars would be 
the subject of agreement between the United States and the Lao 
Government before any licenses were issued. 

Senator E.tenper. You say that has occurred in the last 2 years, 

Mr. Murpuy. We went in there in early 1955 calendar year and 
shortly thereafter we entered into this agreement because we recog- 
nized that the traditional method of generating local currency 
through a commodity-import program, while it might be a reasonable 
objective, was not immediately practicable and some alternative, such 
as the one that we arrived at—cash grants—was essential if the Army 
were to continue to be paid. Before we gave them the cash grants, 
we got this agreement from them that they would utilize the dollars 
they would receive thereby by agreement with the United States for 
the issuance of import licenses. There was this one recent instance in 
the past year, I believe, where they slipped up and failed to get our 
consent on some licenses and we discovered it. 

Senator Younae. Only one instance? 

Mr. Mourruy. I should say there was one time that they did this. 
There were several licenses involved. We found out about this situ- 
ation and immediately protested to the Government at the highest 
level and they undertook remedial action. 


TERMS OF AGREEMENT 


Senator Ex.tenper. What procedure do you follow when they buy 
outside the United States? 

Mr. Mourrny. The agreement we reached with them was to the 
effect that the items they would use the money to buy would be sub- 
ject to mutual agreement between the United States and the Lao 
Government as to their essentiality to the Lao economy. It was not 
as to an agreement as to the source of goods. So they could use 
this foreign exchange if they saw fit to make purchases other than in 
the United States. Our agreement did cover all imports to be 
financed. 

Senator Eitenper. No matter where purchased. 

Mr. Mourruy. That is correct, anywhere in the free world. 

Mr. Rosertson. Senator Ellender was talking about the abuse of 
the agreement. We had an agreement, but the Lao Government did 
violate it. We caught them doing it. Ambassador Parsons made the 
most vigorous protest. It was in 1956 that we instituted the strict 
contro] requiring our counter signature for import licenses which they 
have been observing since that time. 
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Senator E.ienper. It was in 1956 that I visited there. I do not 
suppose that this agreement had actually taken root then as is now the 
case. 

Mr. Rosertrson. We had the agreement, but there was a flagrant 
abuse of it, which we detected and stopped. It has not happened 
since 1956. 

Senator Exienper. I am glad to hear that things have apparently 
changed. 

Senator Dirksen. Mr. Parsons. 

Mr. Parsons. This testimony has clarified an item on page 532 
on which I was going to comment. The question was asked if we 
lose control of our dollars and in many instances we have no knowledge 
of what is done with the dollars. The reply was, “We do not know.” 
That obviously is quite a broad answer. We have this agreement and 
it has been observed in the great majority of instances. In addition, 
since last December, no import license can be issued without the coun- 
tersignature of a member of the USOM. That provision has not been 
violated in any instance coming to our attention. We thus know in 
advance of dollars going into imports. 

Mr. Rozertson. I would like to correct the date given by me as 
1956. The date of the last agreement was 1957. It was in December 
1957 that this second control, requiring our countersignature on import 
licenses, was instituted. 

Mr. Parsons. Furthermore, with respect to invisible transactions 
where dollars are used for travelers’ payments and things like that 
outside of Laos, our USOM receives regularly a detailed list of every 
single transaction calling for the use of dollars, so we do know where 
dollars went for invisible transactions. 




















































PAY OF SOLDIERS 






Senator Dirksen. Incidentally, at this point can somebody recite 
what is the pay of the Lao soldier in both kips and dollars? 

Senator Young. Could you give the same thing for Vietnam, Cam- 
bodia, Korea, and Formosa ? 

Captain Rogsrns. I believe I can. 

Senator Dirksen. You can supply those for the record. I am curi- 
ous if you know what the soldier pay is there. 

Captain Ropstns. Do you ak the average pay of the armed forces 
or the pay of the private soldier ? 

Senator Dirksen. The enlisted man. 

Senator Younc. Maybe he could look it up and give it to us while 
you are here. 

Captain Rosprins. Yes, sir. 

Mr. Parsons. On page 545, it was stated : 

We cannot supply any military or other related items to the Armed Forces 
directly ; is that right? 

The witness replied that he thought that that was right. Just 
to correct the record, we can and do supply items under the military- 
assistance program to Laos. 

On page 546, there is an exchange in regard again to import licenses: 

Suppose that the American sitting there screening them screens out contract A. 
They could still put it through whether he liked it or not? 
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The witness replied : 


They can and do; yes. 


I have just alluded to the December agreement under which no im- 
port license can be issued without the countersignature of USOM, 
Furthermore, before that our agreement was honored in the observanee 
in the great majority of cases. 

Senator Etienver. That is December of what year? 

Mr. Parsons. December of 1957. 

Senator Ex:xenper. That was after my visit. As I remember it, 
in 1956, you had no agreements in effect then ? 

Mr. Ropertson. We did have the agreement. 

Senator ELtenper. It was not effective. 

Mr. Rosertson. There were two periods of violations—one in 1956 
and the other in 1957. 

Senator ELtenper. I just wanted to make that plain. 

Mr. Parsons. In that same exchange of testimony, it was said that 
we had a man, even before December 1957, passing on import appli- 
cations, but that the Board could overrule him if they did not want 
to listen to the American. I asked one of my former staff members 
yesterday who told me that although it had been his business to follow 
this he knew of no single instance where our man on the Board was 
overruled. 

HONORING OF AGREEMENT 





On page 550, the statement was made by a committee member : 


We were told this morning that Laos made an agreement, and if they liked 
it, they went along with it, and if they did not, they did as they pleased and we 
tolerated it. That is a correct statement, is it not? 


The witness replied : 
Yes, sir. 


Senator Younc. Who was the witness? 

Mr. Parsons. This gentleman; Mr. Staples, I believe. 

I would like to think that was a rather hasty reply, and I would not 
like to think that certain implications which come into my mind were 
intended by the witness. 


CONFLICT IN TESTIMONY 


Senator Ture. Mr. Chairman, we have the gentleman right here 
in the room, and this contradiction of statements coming from Fed- 
eral agencies should be corrected and cleared up right here, because 
otherwise what is the sense of me taking time to sit in this committee 
hearing here and then read the House ‘report but a few weeks later 
and have contradictions such as we are getting right here now. It 
is absolutely ridiculous on the face of it. It is utterly impossible, Mr. 
Chairman, to try to get any commonsense out of such testimony as 
has been apparent before the House committee and given to us again 
this morning. 

Chairman Haynen. I understood that this was to be an attempt to 
reconcile it. 

Senator Dirksen. The testimony of the House is before us. TI read 
a good deal of it. Then in addition we had the statements on the floor 
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of the House which are before us. Now we take testimony and seek 
to get at the essence of the thing. So we get a contrastatement from 
1A, from Ambassador Parsons, who was the Ambassador in Laos, 
and now Mr. Staples, and his associate, are here so that they can 
testify with respect to anything that Mr. Parsons may say. So it is 
a question of winnowing out the fact and the truth here. I think it 
isthe only way we can proceed in order to get the story. 

Senator Turn. I want the question cleared up now if it is going 
to be worth my time sitting here. So what is the answer to the ques- 
tion? Whoquestions who here? 

Senator Drrxsen. I did not feel at liberty to ask Mr. Staples and 
his associate to come to the committee table. I think that is the func- 
tion of the chairman. If they want to respond as they go along, I 
would have no objection whatsoever. 

Senator Youne. I personally don’t like the indictment by the State 
Department people of the GAO which has a marvelous record over the 

ears. I think the GAO should have ample time to answer these 
indictments that are being made. They are insinuations at least. 

Mr. Parsons. Senator, may I say I fully agree. I am happy that 
I have been able to say these things in front of the GAO witnesses. 


SOURCE OF CONTRADICTORY INFORMATION 


Senator Extenper. Do you know this of your own knowledge or did 
you get it from your ICA people? Did you handle it yourself, or 
are you parroting the information you got from those who adminis- 
tered this program ? 

Mr. Parsons. Senator, what do you mean by “it.” You said, “Did 
you do it yourself.” 

Senator Eittenver. The testimony that you are now contradicting is 
testimony of the GAO and I am wondering where you got your con- 
tradictory information. You did not do this work yourself. You 
received your information from those who work on the details. 

Mr. Parsons. Senator, might I observe that I was there for 18 
months. 

Senator Eiienper. I understand that, but did you do the work your- 
self? Ifso, you would be the first Ambassador that did. 

Mr. Parsons. I resent the implication that I was not a working 
Ambassador. 

Senator Extenprer. I am talking about the details of ICA, you did 
notdothat. You know you did not. 

Mr. Parsons. No, sir. 

Senator Ettenper. Of course you did not. That is what I am talk- 
ing about. So that anything you say about the ICA program you 
must obtain from the ICA officials. 

Mr. Parsons. Sir, I was the head of the country team. It was my 
responsibility to oversee what they were doing and I did oversee it. 

enator Ectenper. I know what kind of overseeing that the average 
person does there. It isto take the word of the fellow who administers 
the program. 

Senator Youne. Just a moment ago the Ambassador referred to a 
man formerly in the setup there, and you were basing your statement 
on what he told you. 
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Senator Ettenper. Exactly. 
Mr. Parsons. May I finish my statement ? 
Senator Dirxsen. Yes; I think so. 


CORRECTIVE ACTIONS ON VIOLATIONS OF AGREEMENT 


Mr. Parsons. I merely wanted to observe, and I think I have alread 
said that I did not believe that the witness meant to imply what there is 
implied in his agreement with that statement. It is said we tolerated 
the abuses. That could be subject to the interpretation that the Amer. 
ican Ambassador and his staff and the ICA people consented to or con- 
nived at defrauding the United States taxpayer, and I should like to 
say that we did not ; tolerate any such violations and we have a record 
here of the corrective actions that we took. I testified on some of them 
yesterday. Wesuspended our aid several times. Wedid a great many 
other things which I could put in the record here if there was time, 
I just do not consider that ready agreement with the statement made 
was a complete or accurate answer. “J cannot state that too strongly. 

Now, continuing on the same page, and I will let somebody else 
amplify this testimony if desired, the same witness says in respect of 
the military budget— 


Laos presents a line item budget of what their military support is going to be, 
and it has been pretty much accepted at that. 


APPROVAL OF BUDGET 


I will content myself with saying on this that I personally have seen 
the detailed presentations of every item in that budget, chapters, as 
I recall, 15 or 20 chapters, with numerous subheadings, and I per- 
sonally ‘approved the submission of the Army budget as screened by 
us in Laos, to Admiral Stump in CINCPAC for these items totaling 
the aggregate of the military budget, and have been closely informed 
of the several millions of dollars screened out of those items before 
they went to CINCPAC and the further cuts made by CINCPAC 
when they came back. I submit the GAO statement on page 550 is 
an inaccurate statement, and not the only one. 


FAMILIARITY WITH ICA OPERATIONS 


Senator Dirksen. Mr. Ambassador, let me ask one other thing and 
this relates to your qualification to testify on matters of this kind. 
I will put it this way. I would assume that in a little country like 
Laos which has always been a hardship post, which is a very rough 
country—and I don’t believe that is an overstatement by any means— 
that the Ambassador could not do other than have a complete familiar- 
ity with all United States operations in a country of that kind which 
bases almost its entire activity on this. In the very nature of things, 
if you did not pay attention to it, it would still have to rub off and 
you would have to know something about it. Will you qualify your- 
, whey respect to what you knew about all these ICA operations 
in Laos? 

Mr. Parsons. I would like to say that to the best of his ability, it 
is the duty of the Ambassador to be minutely informed and have a 
thorough grasp of all the important features of our program, going 
into the details. 
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Senator Youne. On the million, you examined it on every 
expenditure ? 

Mr. Parsons. I said as far as it is possible and within his capabili- 
ties he should. Obviously, no one man can be familiar with every 
detail, but in the 18 months that I was there, and in daily consulta- 
tions with the Director of the USOM and the Chief of the PEO office, 
I think I came to have some familiarity with these problems. I also 
had many decisions to make, such as these decisions to cut off aid at 
the time when the Prime Minister had just come back from Peking 
and when the Army was still fighting and things of that nature. It 
was necessary for me to really know what was going on before I made 
up my mind and made a recommendation to Mr. Robertson and my 
superiors here. I do feel that I know a little bit more about that 
situation than someone coming in for a very brief time, no matter 
what his capabilities, and no matter how dedicated he was, as I am 
sure these people were. I do not impugn their motives. Nor do I 
deny that we made mistakes. I began the statement by so admitting. 
But to the best of our ability we were on top of this situation, and 
we have improved it as I could indicate by putting some of the steps 
in the record that we took in addition to those I already mentioned. 


SPECIAL AWARD TO AMBASSADOR 


Mr. Rosertson. Senator, I would like to say that Mr. Parsons 
throughout his period of service in Laos did an outstanding job as an 
Ambassador. He performed so well that when he came back to Wash- 
ington he was decorated for his outstanding service. He was given 
aspecial award. 

Senator ELLeNverR. From whom did he get that award ? 

Mr. Rosertson. From the Department of State. 

I should also like to state for the record that he detected what was 
going on, and that he labored unceasingly to correct the abuses. Many 
of the things that were testified to here were corrected months ago, long 
ago, due primarily to his efforts working with his subordinates there 
in Laos. Senator Young spoke of an indictment made of the GAO. 
I should like to say, Senator, that it is the indictment of our Ambas- 
sador here by the GAO which I personally resent. 

Senator Younc. Mr. Robertson, I think you entirely misunderstand 
me. I have stated you have a problem dealing with a country like 
this, an Asiatic country, but I don’t think it 1s necessary to try to 
defend actions that were wrong. 


ATTITUDE OF OFFICIALS TOWARD ABUSES 


Mr. Ropertson. We do not try to defend them, Senator. Mr. 
Parsons is testifying as to the facts. I agree with what Senator Thye 
hassaid. Let us get the facts into the record, and differentiate between 
facts and opinions. I do not know the gentleman who gave this testi- 
mony, but I should like to know how he knows all these details? I 
don’t know how long he was in Laos or whether he ever went to Laos 
or not. But I do know that the man most qualified to testify on what 
happened in Laos is one of our most trusted and able ambassadors, and 
that he will not tell you anything that is not true for any reason. 

Senator Youne. On matters of accounting, I personally would 
much rather trust the judgment of the GAO. 
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Mr. Ropertson. Matters of accounting is another question. Here 
GAO was questioning the attitude of our officials about the abuses 
discovered by them in this program. 

Senator ELtenprer. Mr. Robertson, I wonder what interest it would 
be to one Government agency to criticize another? Do you resent 
that? 

Mr. Rosertson. I don’t resent it. I think it is the duty of the GAO 
to go out and give an accounting of what they find. The testimony 
alleging a lax attitude on the part of American officials toward abuses 
that were discovered is what I am resenting. 

Senator Er.enper. I do not believe I had the pleasure of meeting 
Ambassador Parsons when I visited Laos. 

Mr. Parsons. Yes, sir; I greeted you at the airport. 

Senator ELLenper. How long were you there ? 

Mr. Parsons. I was there for 18 months. 

Senator Eiuenper. I mean when I visited Laos. Were you there in 
1956? 

Mr. Parsons. Yes, sir. You came in the morning and left in the 
afternoon. 

Senator Ettenper. You succeeded Mr. Yost ? 

Mr. Parsons. Yes, sir; I did. 

Senator ELtenper. Because I had been there the year before. 

Mr. Parsons. I know you had been there the year before and I was 
delighted to have you come back. You remember we drove into the 
market place. 

Senator E.tenper. I remember now. You had not been there very 
long when I was there. 

Mr. Parsons. Can you remember the month, sir, that you were 
there? 

Senator Ertenver. It might have been August or September. 

Mr. Parsons. L arrived in July. 

Senator Ex.enper. You were there just a short while. As I said, 
TI came there just to check on the conditions that I had found existed 
previously and which were discussed with Mr. Yost. Many well-to-do 
Laotians were taking advantage of the situation, and I had hopes that 
something could be done about it. 

Senator Dirksen. Mr. Chairman, I have a few more questions on 
the general Far East picture. I could submit those now and get brief 
answers, because I presume you want the Comptroller General’s Office 
to testify. 

May I ask a few general questions? 

This has always appealed to me as of some importance there. Genet- 
ically are the Laotians of the same strain as the Thais or not? 

Mr. Parsons. Yes, sir; they are. 


ESTABLISHMENT OF THAT 





AUTONOMOUS PEOPLE’S REPUBLIC 





Senator Dirksen. The reason that impressed me is because I always 
travel with a map. The Chinese have set up the autonomous Thal 
Republic, and I assume that is right across the Communist line in 
China from Laos; is that correct ? 

Mr. Parsons. That is right. We understand that is somewhere 
in Yunan Province. It isa very shadowy government. We hear very 
little about it. 
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Senator Dirksen. They have set up the Thai Autonomous People’s 
Republic in south China’ across the line from Laos. 

Mr. Parsons. I do not believe they have formally proclaimed it, 
but they certainly are working at the seeds of such a government. We 
hear about it from time to time. 


IMPORTANCE OF LAOS 


Senator Dirksen. The reason I wanted something in the record on 
it is simply this. If that is the case, and I am relying on consider- 
able testimony I got in Thailand, rather than in Laos, “because when 
Charlie Yost was ‘there, I did not go and see him because time did not 
permit. It gives point to whether or not Laos is important to us 
in the scheme of things. If the Red Chinese did do so, it would 
be clear to a layman like me that the whole purpose was to utilize 
that genetic relationship as between the Thais in Red China, coming 
down with Laos with whom they have a genetic relationship, and 
cutting right on down through Thailand to . the guif. If that is the 
case, then Laos does become important even though it is a little almost 
semibarbarous country where we have spent a lot of money. I would 
say that was some basic justification of what we are doing in Laos. 
I am only speculating on the thing, because I do not know. You and 
others who have been there would probably have better answers, and 
I would like to have a very brief answer for the record on that point. 

Senator Torr. Mr. Chairman, if I may supplement what the Sen- 
ator just made mention of it, that is one of the most vital questions that 
we can concern ourselves within this item in the appropriations, 
because if they get a wedge into Laos to and through Bangkok, Thai- 
land, you have lost all of that section. I was there in 1953 and I 
incidentally said that the French would not hold that northern area 
of Vietnan 90 days, and it fell in less than 90 days from the time I 
made the statement. Therefore, the question that has been asked by 
Senator Dirksen is one of the most important questions that I am 
concerning myself with here this morning. 

Senator ELLeNpeR. You would have to go through Cambodia and 
Thailand to reach the gulf. I don’t see any reason why they would 
want it because they have all of north Vietnan. 

Senator Tuyr. They are already down to the very bulge of Laos 
right now. 

Senator Evtenver. As I recall it, Senator, the fact that we went 
there and dropped rice to them was what won them over. Am I 
correct ¢ 

Mr. Parsons. That was helyful. It was the previous year. 


GAO TESTIMONY 


Senator Younc. Mr. Chairman, if we don’t finish with GAO this 
morning, will we have time to call them back again ¢ 

Chairman Haypen. I do not know when we are going to do it. I 
am trying to conclude these hearings this week. 

Senator Youna. This was the day set aside for the GAO, 

Chairman Haypen. | understood these gentlemen were finished and 
the GOA would take over rightaway. Isthat right? 

Senator Toye. The question from Senator Dirksen is the one I am 
hanging onto right now. 











332 MUTUAL SECURITY APPROPRIATIONS, 1959 






Chairman Hayopen. I do not see why we cannot take the GAO 
right now. 


enator Dirksen. I would like to have brief answers on this. 





NECESSITY FOR HOLDING LAOS 


Mr. Rosertrson. Mr. Chairman, may I comment? I concur fully 
with everything you have said, Senator Thye and Senator Dirksen. 
If you will take one look at this map of Laos, it will confirm that 
everything you said about the necessity for holding Laos is true. 

Senator Tuy. There is no question about it. 

Mr. Rosertrson. I want to submit here that this program in Laos is 
not a matter of accounting. If we have a leak in our hose, let us plu 
the leak. But you don’t stop fighting a fire because you spring a leak 
in your hose. If there are things w rong in the Laos program, let us 
correct them. The program, however, is not just a question of account- 
ing. Strong efforts have been made to correct whatever has happened 
there that has been wrong. We have prevented Laos from being 
taken over by the international Communists. If we had not. been 
there, Laos would be in the Communist column today. 

Senator Youna. Mr. Robertson, I don’t disagree with that. 

Mr. Rosertson. I did not think that you did. 

Senator Youne. I want to keep these programs straight. I realize 
you have problems dealing with these people, but at the same time we 
cannot afford to deal with crooked officials of any government, or be 
associated with misuse of our money. It will destroy the whole pro- 
gram. 

Mr. Rosertson. I agree with you fully, Senator. I was just trying 
to emphasize that our “people discovered things that went wrong w ith 
the program. There have been gross abuses of the program. “But I 
want to say that Mr. Parsons labored unceasingly to ‘correct these 
abuses. Hehasa list here of the steps which have been taken to correct 
them. We are now operating on the basis where these gross vio- 
lations do not occur. They have not occurred since this new pro- 
cedure was put into effect last year. I want to emphasize again that 
this program is dedicated to saving Laos from being taken over by 
the international Communists, which in turn would threaten the whole 
southeast Asia area. 

Senator Ture. There is no question about it. 

Senator Dirksen. Mr. Chairman, I have only three other questions. 
Chairman Haypen. Please make them brief. 








AID TO BURMA 


Senator Dirksen. I have one question with respect to Burma. 
Burma has a common border with Red China of a thousand miles. _ It 
has been alleged on a number of occasions here and on the Senate floor 
that other countries ought to be like Burma, that they went on their 
own and did not accept aid from this country. At the time I visited 
with the Acting Prime Minister and spent 3 hours with him, and 
had the Ambassador send a long cable back to the State Department 
after we discussed this matter, I ‘could see their problem and they were 
afraid at that time to take aid. 

Now, two questions. They had both military and economic aid in 
fiscal 1958. They are calendared for———. 
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Now, the questions. Do they intend to continue? Have they 
gotten over their apprehensions about the Red Chinese marrauding 
parties coming into north Burma, and have they made some progress 
in pacifying the country ¢ 

Mr. Rozertson. I should like to give a full answer to your question 
ontherecord. I shall, however, have to answer part of it off the record. 
On the record, I will say that Burma has applied to us for military 
aid and economic aid—but not grant aid. 

Seantor Dir«sen. Isall of that loan money? 

Mr. Rozertson. Military equipment is sold to them. Economic aid 
js covered by loans. There is no grant aid in Burma. Now I would 
like to go off the record. 

Senator Dirksen. All right. 

(Discussion off the record.) 


PACIFICATION SITUATION IN BURMA 


Senator Dirksen. What is the pacification situation in Burma? 

Mr. Rozertson. I should like for Dr. Moyer to answer you. 

Senator Dirksen. Let us keep it on the brief side. 

Dr. Moyer. I think you are referring to the internal security forces. 

Senator Dirksen. There ought to be a simple answer. You could 
not go 30 miles from Rangoon without exposing yourself to danger. 
You had marauding crowds there. What is the picture today ? 

(Discussion off the record.) 


HIGHWAY DEVELOPMENT IN THAILAND 


Senator Dirksen. Now, Mr. Chairman, one question on Thailand. 
That long highway in Thailand that was estimated at the outset to 
cost about $6 million. It is alleged now that costs now will be around 
$22 million. 

I should interpose that maybe that is not so singular. I have seen 
reclamation programs start out estimated at $6 million. I have one 
in mind when I was still in the House that started at 614 million and 
finally wound up at 3444 million. 

I want to know why in respect of this highway. 

Dr. Moyer. The first reason is that the original six was never a 
real estimate. This came up rather quickly. The $6 million figure 
was based on a preliminary examination, which did not take into 
account the specifications that would be required to make the road 
suitable for military use. It was based more on an old standard of 
Thailand highway construction. 

We quickly sent in an engineering reconnaissance party and they 
came back with a good deal higher estimate. I believe it was a $22 
million estimate, but that was for a somewhat longer road. 

Then other things developed, with more experience and more de- 
tailed engineering. The $6 million was never an estimate for the 
kind of road we were talking about. 


REHABILITATION PROGRAM IN TAIWAN 


Senator Dirksen. One question on Taiwan. I think Senator Young 
raised it earlier this morning. 
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Is there any money in here to pay pensions to overaged soldiers 
who were taken out of the Taiwanese Army ? 

Dr. Morsr. No, sir; and there never has been. 

Senator Dirksen. There has been a good deal of allegation that 
there was. What is the rehabilitation program, if any, that you have 
for those who are lifted out of the army to make places for younger 
people in Taiwan ? 

Dr. Moyrr. The part that we have helped with was a program which 
began in 1955 to remove seventy or eighty thousand people. We lim. 
ited the amount of our assistance, and we are not going beyond that 
amount. However, we have helped the Chinese to set up hospitals and 
other facilities, and a mechanism through which whatever they will 
have to do they will be able to carry on henceforth out of their own 
resources. 

Senator ELienper. That was 40 million. 
Dr. Moyer. 42 million. 


BUDGET SUPPORT OF MILITARY PROJECTS 


Senator Dirxsen. Is there a cash grant here, or budget support as 
you call it, for military pay for the Taiwanese Army ? 

Dr. Moyer. Not for military pay but we do help with specific mili- 
tary projects. There is a substantial item in this. I will have to check 
it for the record. 

The local currency equivalent is about 26 million in fiscal year 1958, 
We do not give blanket budget support in the case of Taiwan. It is 
for specific military projects as part of the military-assistance 
program. 

Senator Toye. Could we get for the record what is the nature of the 
— Is it going to be a military installation, is it uniforms, is it 

ardware? What is it? 

Dr. Moyer. There are three types. 

= might mention this is all local currency assistance we are talking 
about. 

The dollar assistance comes from Captain Robbins’ program. We 
only provide out of counterpart funds local currency assistance. 

On page 32, the broad breakdown is indicated. 

In the case of projects, perhaps Captain Robbins can give specific 
projects in the military program. 

There are things which, in the military-assistance program, they are 
carrying out for the defense of Taiwan. These are local currency 
components. 

Then in addition to that we do help the Chinese Government, 
quite aside from the MAAG program, with certain projects of its 
own. 

There is a small amount for local procurement of certain items 
produced within Taiwan. This is local currency also. 





MILITARY PAY 






Senator Dirksen. 
Dr. Moyer. Yes, sir. 

Senator Dirksen. How much military pay for Cambodia, if any! 
Dr. Moyer. I would have to check that. 
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Senator Dirksen. Youcan refine the figure. 

Dr. Moyer. Yes, sir. 

Senator Dirksen. None for Formosa. 

Dr. Moyer. No, sir. 

Senator ELLtenper. Except indirectly. 

Senator Dirksen. What for Vietnam ? 

Dr. Moyer. ; 

Senator Dirxsen. In dollars? 

Dr. Moyer. It is in local currency. I am talking about the dollar 
equivalent of local currency. 

Senator Dirksen. I wish you would put in a summary statement 
showing the aggregate of military pay for the Far East in dollar 
terms that is a part of this budget. 

Mr. Murpny. We can do that if we did not do it by country. 

Senator Dirksen. All right. 

Dr. Moyer. Are you referring to the military pay and direct sup- 
port not for projects ? 

Senator Dirksen. I am speaking of the military pay that comes out 
of the United States Treasury, so you can set it up in any form you 
like. 

Dr. Moyer. Excluding the aid to construction projects? 

Senator Dirksen. Yes; just strictly military pay. 

(The information referred to follows :) 

United States assistance is helping meet the cost of pay and allowances of the 
military forces in four countries of the Far East—Korea, Vietnam, Cambodia, 
and Laos. This is supplied in local currency, generated from United States- 
financed imported commodities, except in Laos. However, this local currency 
made available in this way for the support of military forces in most cases also 
includes assistance for purposes other than pay and allowances, such as food and 
transportation costs, and ICA records do not distinguish between them. The 
total for all these purposes, as planned for fiscal year 1959 in the 4 countries 


mentioned above, is $223.4 million. On the basis of available information, we 
estimate that, of this total, approximately $115 million is for pay and allowances. 


PAY OF SOLDIERS IN LAOS 


Senator Dirksen. One question to the captain. 

You were looking for the per capita pay for private soldiers. How 
much isitin Laos? Did you find it? 

Captain Rosprs. Yes, sir. The private soldier in Laos gets 
a month. 

Senator Dirksen. That is in dollars? 

Captain Rossis. That is dollar equivalent. 

Senator Dirksen. What is it in Formosa? 

Senator Tuyr. While you are searching for that, I believe that 
——-a month should not give you any trouble in recruiting all of 
the people in that country. 

Senator ELLtenper. Then they are fed and clothed. 

Captain Rossrns. ———— in Cambodia and — in Laos for pri- 
vate first class. They also have conscriptees. 

Senator Dirksen. Let us not get it too cluttered. I want to get a 
vood easy reading figure. 

Captain Rosrins. In Vietnam the figure is ———. In Thailand, 
--——. In Taiwan it is 


28282 —58——22 
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Senator E..tenver. That is aside from the food, clothing, and 
quarters ? 


Captain Roserns. This is basic pay plus allowances. 

Senator Dirksen. Do you have the Korean figure ? 

Captain Rogsrns. I do not have the Korean figure. 

Senator Dirksen. Very well. You can supply that for the record. 

Captain Rossrns. It is of the order of the Taiwan figure. 

Senator Dirksen. Mr. Chairman, there are a lot of things that I 
could inquire into but I will cease. 


Senator Ext.tenper. I previously asked for certain information. I 
hope it will be furnished. 
(The information referred to follows :) 


KOREA 
1. Electric power rates 


Charges to the distributor were raised at the beginning of 1958 by 150 percent 
and rates to the consumers were increased 50 percent at that time. According 
to information just received from the aid mission in Korea, operating revenues 
of the electric power companies during calendar year 1958, are expected to cover 
all operating expenses, including the local currency costs of imported fuels, other 
maintenance, repair and operational supplies, spares and replacement parts; also 
business and other taxes. 

In order to help Korea establish more scientific methods of ratemaking, offi- 
cials of the Bureau of Utilities of the Korean Ministery of Commerce and In- 
dustry and personnel of the three major Korean power companies now are 
undergoing training in the determination of costs, and the fixing of compensa- 
tory rates on an equitable basis. Moreover, a group of high level Korean offi- 
cials, including members of the National Assembly which has the ratemaking 
power in Korea, were recently brought by the International Cooperation Admin- 
istration to the United States for a study of United States ratemaking proced- 
ures. This group has returned to Korea, and legislation to revise Korean finan- 
cial statutes, so as to permit establishment of a Public Utilities Commission, is 
now before the Korean National Assembly. 

In addition, a United States engineering firm is presently making a study of 
the cost of electric service in Korea and will make recommendations for ade- 
quate and equitable rates for both generating and distributing companies. 


2. Telecommunications 

























Telephone and other forms of telecommunications are expected to earn profits 
again this year. 


8. Korean National Railway 


In addition to repeated rate increases made previously, freight rates were in- 
creased another 98 percent as of January 1, 1958, and a further increase is now 
under consideration. Passenger fares have been considered fully adequate since 
the 85 percent increase in January 1957. In addition, a substantial reduction in 
operating costs has been achieved. 

As a result, operating revenues during calendar 1958 are expected to cover all 
operating expenses, including the local currency costs of imported fuels and 


other maintenance, repair and operational supplies, spares and replacement 
parts. 
















PAYMENT TO DISCHARGED SOLDIERS IN TAIWAN 






Senator Dworsnaxk. Dr. Moyer, did you say that no funds were pro- 
vided by the United States for pensioning the older discharged soldiers 
in Taiwan? 

Dr. Moyer. Yes, sir; that is what I said. There are none in this pro- 
gram and there has been none for pensions. 

Senator DworsHAxk. But funds have been provided to provide work 
and pay to discharged soldiers? 


Dr. Moyer. To provide work and get them on to a self-supporting 
basis. 
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Senator DworsHak. But they have been employed on various kinds 
of public projects? 

Dr. Moyer. Yes, sir. 

Senator Dworsuaxk. Road projects and other projects? 

Dr. Moyer. Yes. 

Senator Dworsuax. So while you could not correctly call it pen- 
sions, we did make work projects and provide the money to pay the 
wages of these discharged soldiers, is that correct ? 

Dr. Moyer. During an interim period until they got on their own 
feet. 

Senator DworsHak. We are still doing it. We have been doing it 
how long? 

Dr. Moyer. This program began in 1955. As of now about two- 
thirds of them are already self-supporting. There are still some in the 

rocess. 
. Senator Dworsuax. There are still some receiving wages through 
these work projects ? 

Dr. Moyer. Yes, sir. 


RECRUITMENT OF SOLDIERS 


Senator DworsHak. How do they recruit the General Kai-shek 
forces to take the place of these discharged soldiers ? 

Mr. Rosertson. I testified to that earlier. About a third has been 
recruited from the Taiwanese. The age limit has been reduced to 
about 2414 years. 

Senator Dworsuax. Actually the military forces are going down 
insofar as numbers are concerned because you do not have available 
enough recruits from the country. 

Mr. Roperrson. No. As as a matter of fact, we are maintaining 
forces there to the limits allowed by the money we have. This recruit- 
ing program has been very successful. 

Senator DworsHaxk. You have about as many in uniform as they 
had 3 or 4 or 5 or 6 years ago? 

Mr. Ropertson. Whatever reductions have been made were agreed 
upon for other reasons and not because of any trouble with recruiting. 

Senator DworsHak. Thank you. 

Chairman Hayven. If there are no further questions, we thank you. 


GENERAL ACCOUNTING OFFICE 


EcONOMIC AND TECHNICAL ASSISTANCE FOR LAOS 


STATEMENTS OF ROBERT F. KELLER, ASSISTANT TO THE COMP- 
TROLLER GENERAL; GEORGE STAPLES, ASSOCIATE DIRECTOR, 
CIVIL ACCOUNTING AND AUDIT DIVISION; AND F. G. RABEL, 
GENERAL ACCOUNTING OFFICER 


INTRODUCTION OF WITNESSES 


Chairman Haypen. We will now hear from Mr. Robert F. Keller, 
the Assistant to the Comptroller General. 

Mr. Ketter. Mr. Chairman and members of the committee, I am 
Robert F. Keller, Assistant to the Comptroller General. On my right 
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is Mr. George H. Staples, Associate Director of Audits of the General 
Accounting Office, who has had responsibility for this auditing pro- 
gram, and Mr. Frederick K. Rabel, one of our Assistant Directors 
of Audits, who has also worked on this particular program. 















PREPARED STATEMENT 


Chairman Hayven. Mr. Keller, you have a prepared statement that 
is of some length. 
Mr. Ketuer. Yes, sir. 
Chairman Haypen. That entire statement will be included in the 
record and we will be glad to have you highlight it. 
Mr. Ketier. Yes, sir. I will be glad to. 
(The statement referred to follows:) 


SUMMARY OF ECONOMIC AND TECHNICAL ASSISTANCE PROGRAM FOR LAOS 












We are pleased to present today at the request of the Senate Committee or 
Appropriations a summary of our observations and findings pertaining to the 
assistance program for Laos as administered by the International Cooperation 
Administration (ICA) of the Department of State. Thereafter we shall en- 
deavor to respond to any questions you may have or to otherwise assist the 
committee in any way that we can. 


EXAMINATION BY GENERAL ACCOUNTING OFFICE 


Our presentation summarizes data disclosed by our audit at the Washington 
office of ICA and at the ICA overseas mission in Laos which was visited by our 
Tokyo branch in March 1958. Our examination has been substantially com- 
pleted and we have the comments of the agency on the draft reports covering 
both the Washington and field examinations. We are in the process of analyzing 
these comments and finalizing our report to the Congress which we hope to 
transmit within the next 2 months. In May 1958, we presented a summary of 
the Laos program at the request of the House Appropriations Committee, and 
also at the request of the House Foreign Affairs Committee. Our presentation 
today follows the general outline of those made to the two committees, but 
includes additional and more accurate data subsequently obtained. 














BACKGROUD OF AID PROGRAM FOR LAOS 





United States aid to Laos began in 1951 as part of an economic and technical 
assistance program for the three Associated States of Cambodia, Laos, and 
Vietnam on a unified basis. Aid under this program for the period 1951 through 
1954 totaled about $115 million for the three states, with the smallest fraction 
going to Laos. Additional special assistance during this same period to support 
the military forces of France and the three states in the Indochina hostilities 
aggregated about $627 million exclusive of military equipment furnished 
under the military assistance program administered by the Department of 
Defense. 

As a result of the Geneva armistice agreement in July 1954, which terminated 
the war in Indochina, the three States of Cambodia, Laos, and Vietnam dis- 
solved the political and economic union among themselves and with France and 
became the recipients of separate and enlarged assistance from the United 
States. The principal objective of this aid was to protect the newly won 
independence of the three states in the face of the Communist threat to their 
security and their political and economic stability. 

The economic assistance programs for Vietnam and Cambodia for the period 
1955-57 have been the subject of separate audit reports issued by the General 
Accounting Office on May 22 and June 2, 1958, respectively. 













PURPOSE AND NATURE OF AID 







The present program administered by ICA in Laos dates from the granting 
of full independence effective in January 1955. In the 3-year period 1955-57 
assistance totaled $135 million. The level of aid has been based principally on 
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the cost of maintaining the Lao military forces for which the United States 
assumed the full burden of support. ICA informed us that for overriding political 
and military considerations the United States is committed to support a Lao 
Army of approximately 25,000 men at a cost of over $25 million a year, Close 
to $100 million was programed in 1955-57 for the generation of local currency 
(kips) to pay military budget costs, such as troop pay, maintenance, housing and 
construction. This does not include military hardware and supplies for the Lao 
Army which were furnished under the military assistance program. 

IGA generated most of the needed kips by means of dollar cash grants. Ac- 
cording to ICA its established procedures for generating local currencies, namely, 
procurement authorizations for financing the import of designated commodities 
and the deposit of an equivalent amount of local currency in the counterpart 
account, would not obtain the kips quickly enough to meet military support 
requirements; and also the economy of Laos could not absorb imports in the 
amounts necessary to generate the required kips. Under the cash grant method, 
United States Treasury checks are given to the Government of Laos which in 
turn deposits immediately a corresponding amount of kips in the counterpart 
account from which they are withdrawn for the intended program purposes. 
The Government of Laos borrows the required kips from the National Bank of 
Laos. The dollar funds serve as currency cover until they are converted into 
kips by sale to importers; the kips thus are applied to repay the borrowings. 

Close to $95 million, or 70 percent of the total dollar aid for the 3 years 
1955-57, has been in cash grants. Some $25 million was in procurement authori- 
zations. In addition, about $14 million was obligated for equipment and service 
in connection with specific economic and technical assistance projects, prin- 
cipally for improving and maintaining the country’s road system, providing 
equipment and supplies for the civilian police organization, improvement of navi- 
gation on the Mekong River, and projects in the field of public administration. 

The composition of the aid program for each of the 3 years, and the alloca- 
tion of generated local currency as of June 30, 1957, is summmarized below: 


Dollar funds obligated 


{In millions] 


1955 95 Percent of 
total 
Generation of local currency: 
Cash grants___--- ; . ost 28. ¢ $33. 7 32. 7 $04. 70.0 
Commodity procurement authoriza- 


tions - : ‘ d 12. ¢ Lf ; 18.4 
Project assistance ____- : 6.6 . . 10.6 
Overseas _ _..... be eS : 4 a 


Total obligations. : i 33. 2 53. 4 


Generated local currency 


{In millions] 


Dollar | Percent of 
equivalent | total 
Withdrawals for 
Military budget suppor 
Project assistance 
Other purposes 
On deposit. 


Total deposits to counterpart account 


SPECIAL CONDITIONS IN LAOS 


The aid program has been seriously hampered by prevailing local conditions 
which, though common to underdeveloped countries, were particularly critical 
in Laos. The country is landlocked, largely mountainous, and broken up into 
independent and inaccessible areas. Meager transportation and communication 
facilities within Laos and with its neighbors are an obstacle to trade and 
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economic development. The majority of the estimated 2 million inhabitants 
are reported to be subsistence farmers, generally illiterate, and primitive ip 
culture. The gross national product has been estimated at not more than 
$100 million a year. 

Conditions were characterized by lack of personnel trained in government and 
business affairs, a backward state of the economy, and absence of essential 
economic and statistical data. The dissolution of the Indo-Chinese monetary 
union made it necessary for Laos to develop its own financial and commercial 
facilities. The support of a relatively large standing army, the providing of 
essential government services, and the requirements of foreign exchange for im- 
ports—which heretofore had been the responsibilities of France—were con- 
sidered beyond the capabilities of Laos, and hence were assumed by the United 
States. 

In this situation, ICA hurriedly organized in January 1955 an economic and 
technical aid mission in Laos to administer the various elements of a large- 
scale program. The agency had considerable difficulty in staffing its overseas 
mission because of the undesirable living conditions. Housing was inadequate 
and costly, educational and recreational facilities were unavailable, and sani- 
tation a major problem of everyday living. 
























GENERAL OBSERVATIONS ON PROGRAM ADMINISTRATION 





Due in part to the special conditions just mentioned, the administration of 
the program has been beset by serious deficiencies which contributed to numer- 
ous irregularities and abuses in the use of aid funds and to other shortcomings 
in program operations. 

The agency contends that, notwithstanding these deficiencies, the primary 
objective of the program, which is the preservation of the independence of 
Laos, has been accomplished. We are informed that the United States Goy- 
ernment attached particular importance to continued large-scale assistance 
because of the geographical location of the country which has common borders 
with Communist China and North Vietnam, and because of continued hostile 
activities of the dissident Pathet Lao in two northern provinces. <A settlement 
with the Pathet Lao was finally reached in November 1957. However, while 
the program has been serving the principal objective of preserving national 
independence, the measures followed in carrying out the program may be cre- 
ating other serious problems, through an adverse impact on the economy of 
Laos and on the general population. The overseas mission reported that the 
disproportionate size of, and resulting abuses in, the import program and the 
use of counterpart funds, and evidences of luxurious living made possible for a 
small group by the large-scale import of consumer goods, have received wide- 
spread unfavorable publicity. 

The agency informed us that, together with the Department of State, it has 
been aware of deficiencies in the program since its early days and has been 
exerting continuous efforts to overcome them. Special investigations, audits, 
and evaluations were made and resulted in recommendations for improvements. 
W'e have also been apprised of repeated diplomatic meetings held in an en- 
deavor to resolve the basic issues that contribute to the deficiencies. As far 
as we could ascertain, progress in these efforts to date has not been satisfactory. 

Project assistance in economic development, a relatively small part of the aid 
program, has apparently been successful in some fields but deficient in others, in- 
cluding some of the larger projects. 

The more important areas of concern in the administration of the program 
may be grouped in the following categories. 































NEED FOR MONETARY REFORM 





The official exchange rate which governs the deposit of counterpart funds is 35 
kips to the United States dollar. This rate is unrealistically low, the free rate 
of the kip in neighboring Thailand and Hong Kong being about 100 to 1. The use 
of this official rate substantially increases the cost of United States aid, particu- 
larly since the primary objective of the aid has been to generate local currency 
for military support. This rate has also contributed to certain abuses in the 
import program such as profiteering, diversion of commodities, and improprie- 
ties in issuing import licenses. 

ICA has considered the unrealistic exchange rate one of the major obstacles 
to the effective administration of the import program. The agency advised that 
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many consultations have been held with the Lao Government on the subject of 
monetary reform. Recent high level negotiations in Washington, D. C., ended 
in February 1958 without acceptance on the part of the Lao Government of a 
proposed monetary reform plan, and further discussions were postponed until 
after the May elections in Laos, 

Latest advice by the agency is that discussions were resumed in early June 
and are currently going on. Laos agreed to deposit dollar grants for military 
support into a segregated account pending resolution of the monetary reform 


problem. We have had no means of ascertaining the effectiveness of this interim 
arrangement. 


MALPRACTICES IN THE IMPORTATION OF COMMODITIES 


Inadequate administrative machinery in the Lao Government, coupled with 
the unrealistic exchange rate, encouraged various forms of malpractices in the 
use of aid dollars for financing commodity imports into Laos. Such malprac- 
tices occurred principally with respect to dollar funds transferred to Laos under 
the cash grant procedure because of the absence of effective United States con- 
trols over the use of these dollars. The cash grant procedure does not afford 
ICA the means of supervision and audit which are normally a part of the pro- 
curement authorization system; namely, prior designation by ICA of amounts 
and categories of commodities to be financed and subsequent receipt by ICA of 
documentary evidence in support of actual payments for commodity shipments, 
subject to ICA post-audit and recovery of funds spent in violation of agency 
regulations. 

Bilateral arrangements with Laos in July 1955 set forth the following ground 
rules with respect to the use of cash grant dollars: 

1. The national bank shall adopt effective measures for the efficient use of 
United States aid funds made available for the commodity import program. 

2. Foreign exchange made available through cash grants shall be used only 
as agreed on between the two governments. 

The success of these arrangements depended largely on the voluntary coopera- 
tion by responsible Lao officials, and ICA had no means of enforcing com- 
pliance, short of stopping additional grants. 


IMPROPRIETIES IN THE ISSUANCE OF IMPORT LICENSES 


The principal machinery in the administration of dollar aid funds is 
the issuance of import licenses and the subsequent allocation of foreign exchange. 
ICA found that the procedures of the national bank and the national committee 
for imports and exports, an agency of the Lao Government designated to review 
and pass on applications for import licenses, were not effective and numerous 
irregular practices were disclosed which could not be adequately controlled. 
There have been no systematic import plan, no adequate statistical data to de- 
termine commodity requirements, no definite criteria for identifying legitimate 
importers, and insufficient trained personnel to properly administer the opera- 
tion. ICA engaged the services of an American management firm to strengthen 
the procedures of the Lao agencies. Also, a representative of the ICA mission 
Was assigned as an observer to the Lao National Committee. However, these 
advisers were unable to enforce or accomplish the necessary screening of all 
license applications to prevent arbitrary issuances or issuances to fraudulent 
importers. 

On at least two major occasions the mechanism of the national committee was 
entirely bypassed and licenses were granted directly by officials of the Lao 
Government without the required consultation with ICA. The mission was in- 
formed that internal political necessities impelled the issuance of some $12 
million of licenses in the summer of 1957 without review and approval by the 
committee. Following protests by ICA, the Lao Government agreed in Decem- 
ber 1957 to strengthen the review authority of the national committee and re- 
quire written approval by an ICA representative. We do not know whether 
this plan has heen effective, but it seems to depend as heretofore largely on the 
cooperation of the Lao authorities. 

Investigations by ICA disclosed that officials of the Lao Government have been 
financially interested in certain importing firms; some high officials were re- 
ported to own or control banks. These connections, although reportedly a com- 
mon practice in the area, provided incentives to abuses and rendered difficult 
their prevention. 








342 MUTUAL SECURITY APPROPRIATIONS, 1959 


DIVERSIONS AND OVERPRICING OF COMMODITIES 













































Diversion occurred in two ways—commodities consigned to Laos were diverted 
en route, and commodities which reached Laos were illegally shipped out of 
the country. This practice has been attributed to several causes: (1) inability 
of the Lao economy to absorb commodities in such large amounts, (2) unstable 
political and economic conditions making it desirable to transfer money out of 
the country, (8) the low exchange rate affording opportunities for attractive 
profits through sale of commodities in Thailand and Hong Kong. Diversions 
were facilitated by the inability until recently to obtain through bills of lading 
to Laos, thereby permitting the importer to take delivery in Bangkok. 

Other irregularities took the form of overpricing commodities by falsifying 
invoices and also by delivering inferior goods. Following are examples dis- 
closed by ICA investigations or which otherwise came to our attention: 

1. A shipment of generators, having an estimated value of $20,000 was in- 
voiced at $162,000. 

2. A shipment of saw mill equipment, having an estimated value of $12,000, 
was invoiced at $42,000. 

3. Equipment for a match factory, imported at a cost of about $70,000, was 
secondhand, and in poor condition. Its real value appeared to be about one- 
tenth of the foreign exchange paid for it. 

4. A shipment of 6,000 flashlights was invoiced at $1.50 per dozen while the 
usual price was 80 cents. 

5. Rice imports between May and December 1956, totaling some $2 million, 
were invoiced at an average price of $133 per ton, exceeding by over 40 percent 
the market price of legitimate rice exports from Thailand. There were indica- 
tions that some of the rice was exported illegally from Thailand, and some 
quantities did not come from Bangkok contrary to statements on the documents. 

6. A shipment of 2,000 bottles of ipral-aspirin was financed at $5.50 per bottle 
compared with a market price of $1. 


INEFFECTIVE AUDIT AND END-USE CONTROLS 


Control procedures of ICA to determine proper pricing and utilization of 
commodity imports have been ineffective to cope with the various malpractices. 
The mission found it difficult to carry out systematic end-use inspections be- 
cause of (1) shortage of personnel, (2) reluctance of the Lao Government to 
permit inspections, and (3) lack of information on commodities purchased with 
eash grants. The reporting procedures of the Lao customs service were not 
reliable and failed to disclose actual commodity arrivals and possible shortages. 
At the time of our field examination and, we understand, on other occasions, 
contacts with Lao nationals for purposes of end-use inspections were tem- 
porarily suspended, reportedly on verbal instructions of the Bmbassy for 
compelling political reasons. 

Although several of the relatively few inspections evidenced improprieties 
in one form or another, ICA has been unable to sufficiently expand the scope 
of its audits and investigations. The agency points in particular to the diffi- 
culty of recruiting bilingual qualified audit personnel for Laos since it is 
considered an extreme hardship post. In its latest comments transmitted to 
us ICA reported several corrective steps to provide an effective end-use and 
audit program. These steps include recruitment of additional field staff and 
procedures for more adequate arrival information. The use of through bills 
of lading is expected to facilitate control over shipments. 


PROJECT ASSISTANCE 






With respect to specific economic and technical assistance projects financed 
by ICA, the agency points to several achievements, including reopening of major 
highways, improvements of shipping on the Mekong River, assistance to the 
civil police force, control of endemic diseases, and improvements of irrigation 
methods. However, some of the larger projects appear to have been poorly 
administered, and accomplishments to date represent only a beginning in a 
backward country like Laos. 

Comments on three principal projects examined by us, are summarized below: 








Reopening and maintaining the national roads of Laos (ICA commitment, 1955- 
57, $3.7 million) 

This project was slow in getting underway because of delays in contracting 

for required technical services. The agency considered it necessary to procure 
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on an emergency basis the services of additional locally available construction 
firms. As a result, a total of 4 contractors were engaged under 6 separate con- 
tracts which caused an overlapping of functions. The ICA Mission has recog- 
nized the need for a better coordinated program of advisory and training activi- 
ties and we were informed that the program is being revised to fix proper respon- 
sibilities and prevent further overlapping of contractors’ services. 

Mission investigations revealed that considerable quantities of ICA-financed 
road equipment had been abused, lacked proper maintenance and proper control 
records were inadequate. Our inspection confirmed these reports. ICA advises 
that the status of the equipment and necessary repairs, to the extent practicable, 
are receiving the current attention of responsible officials in the field. 


Civil police administration (ICA commitment, 1955-57, $1.2 million plus counter- 
part funds) 


This project was designed to expand and consolidate the Lao civil police forces, 
improve their mobility and communications, and train their personnel. ICA- 
generated local currency funds have been used to pay salaries and other support 
costs. The United States has attributed special significance to the project be- 
cause of the need to strengthen internal security. 

The overall strength of the police forces has been expanded from about 800 
to 2,900 men and a further increase to 4,000 is contemplated. Under ICA aus- 
pices, some 600 men have received basic training. In addition, France and 
Great Britain have sponsored training activities, but the number of men who 
received training under these programs is not known. 

Several factors have hampered progress of the ICA project. These are in- 
ability to receive the full support of the Lao Government, difficulties in recruiting 
American advisers, and inadequate maintenance of ICA-furnished transport 
equipment. Also, differences in pay scales between various elements of the 
forces have created problems in the budgetary support program. 

Despite the considerable difficulties experienced, the agency believes that the 
project has been effective in various ways and has contributed to internal stabiil- 
ity. The agency advises that the United States Country Team in Laos is cur- 
rently reviewing the objectives of the police assistance program to define more 
clearly United States objectives and recommendations to be made to the Lao 
Government. 


Airport relocation (ICA commitment, 1955-57, $750,000) 

In fiscal year 1957, ICA agreed to finance the major part of a project for the 
construction of a new airfield for the capital city of Vientiane. The project had 
been recommended as having a high priority by an earlier ICA-sponsored trans- 
portation survey which reported that the existing facility was subject to flood- 
ing by the Mekong River. In September 1957, a contract was executed with 
an American firm to provide the necessary engineering services. 

Subsequently. United States military advisers raised objections to the project 
because of the high cost of moving Laos Air Force facilities. As a result, the 
undertaking was suspended. A further survey undertaken by United States 
military authorities estimated the moving costs at $8 million and reported that 
a rehabilitation of the present airfield would be much less costly. 

ICA stated that this situation is not so much due to inadequate planning, 
but represents an instance of wide disagreement between two groups of compe- 
tent engineers. The project is being resurveyed before a final decision is made. 


DEFICIENCIES IN ADMINISTRATION AND TECHNICAL SUPPORT OF ICA MISSION 


At the time of our visit to Laos in March 1958, the mission management had 
started, at the direction of the Washington office of ICA, a complete reorgan- 
ization of administrative and technical support functions. This reorganization 
had become necessary because of grossly inadequate execution of these func- 
tions, such as the upkeep of mission-owned-and-used plant and equipment, the 
utilization of mission personnel and the maintenance of personnel records, and 
the control of communications. Also, there had been a serious delay in the 
acquisition of suitable space for office purposes and for residential housing. 

On the basis of discussions with responsible mission personnel, we satisfied 
ourselves as to the general adequacy of the proposed action to bring about an 
orderly field organization. Subsequent reports from the mission, recently com- 
municated to us by ICA, indicate that various improvements have been made. 
These pertain in particular to the communications and records section, the 
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motor pool and repair shop, the mission warehouse, and the taking of an inven- 


tory of all mission property. The mission also reports progress in providing 
office space and housing facilities. 


CONCLUSION 


The Laos program has served predominantly as an instrument of United 
States foreign policy and security interests; it is not within our province to 
appraise whether these program objectives have been accomplished. From the 
viewpoint of efficient administration and prudent utilization of funds, the pro- 
gram showed deficiencies more numerous and more serious than any other ICA 
program examined by us. While the size and nature of the aid program has 
been justified by ICA principally on foreign policy and military considerations, 
we believe that more effective means of directing the use of aid funds could 
have been employed without detriment to the prime objectives of the program. 
Without reasonable assurance as to the adequacy of Lao administrative ma- 
chinery and the integrity of responsible officials, the agency should not have 
accepted what appears to have been unilateral control by Laos while reserving 
to itself not much more than a right of consultation. 

We noted that in 1958 the economic-assistance program for Laos was reduced 
from an annual average total of $45 million in the 3-year period 1955-57 to 
$32 million in 1958. The local currency generating program was reduced from 
$40 million in 1955-57 to $27 million in 1958. The use of cash grants was lim- 
ited to $20.6 million. 

We have previously mentioned actions taken or initiated by the responsible 
United States agencies, particularly during fiscal year 1958, to overcome the 
deficiencies in the Laos program. Whether these actions will be reasonably effec- 
tive and contribute to a more efficient utilization of funds will depend largely on 
two factors, (1) the willingness or capability of the Lao Government to abide by 
and enforce orderly and prudent administrative procedures, and (2) the ability 
of ICA to recruit and retain qualified technical and administrative personnel. 


AvupIT IN LAos 


Senator KNow.anp. Mr. Chairman, as a matter of idle curiosity, I 
notice on the statement all the pages are marked “Unclassified” except 
the cover page, which is marked “Secret.” 

Mr. Keutuer. There are two pages that are marked “Secret.” As 
far as the other pages are concerned, they are unclassified, and are so 
marked. 

Senator Know.anp. That is page 13 and 14. 

Mr. Ketter. I believe that is correct. 

Senator Dirksen. Mr. Keller, have any of you gentlemen who are 
here made an inspection on the site in Laos or was that done by mem- 
bers of your Tokyo branch ? 

Mr. Ketirr. Part of our audit was done here in Washington, dealing 
with the ICA in Washington. 

The inspection in Laos was made in March of this year by our Far 
East branch located in Tokyo. 

Senator Dirksen. Do you know how much time they devoted to it ? 

Mr. Ketter. Can you answer that, Mr. Staples? 

Mr. Srartes. Our auditors were in Laos on several occasions. For 
the basic examination, I think, they were there during the month 
of March for about 3 weeks. They live in that area and they have 
been in and out of Laos a number of times. 

Senator Dirksen. Was that March of this year? 
Mr. Sraptes. March 1958, yes, sir. 
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SUMMARY OF DISCLOSURES 


Mr. Kevier. Mr. Chairman, if it is agreeable, I will read parts of 
my prepared statement which I believe are pertinent to the subjects 
being discussed this morning. 

Our presentation today summarizes data disclosed by our audit 
at the Washington office of the ICA and at the ICA overseas mission 
in Laos which was visited by our Tokyo branch in March 1958. Our 
examination has been substantially completed and we have the com- 
ments of the agency on the draft reports covering both the Wash- 
ington and field examinations. 

We are in the process of analyzing these comments and finalizing 
our report to the Congress which we Teee to transmit within the next 
2 months. 

In May 1958, we presented a summary of the Laos program at the 
request of the House Appropriations Committee and also at the re- 
quest of the House Foreign Affairs Committee. 

Our presentation today follows the general outline of those made 
to the two committees, but includes additional and more current data 
subsequently obtained. 


NEED FOR MONETARY PROGRAM 


Now going to page 7 of my statement, under the heading “Need for 
monetary reform.” 

This matter has been discussed at some length this morning, and 
as I understand it there is no disagreement between GAO, ICA, and 


the State Department on the need for monetary reform. 

Meetings were held in February without results, as I understand 
it, but the latest advice by the agency which we had received prior 
to this morning is that discussions were resumed in early June and 
are currently going on. 

Also we understand that Laos has agreed to deposit dollar grants 
for military support into a segregated account pending resolution 
of the monetary reform problem. 

We have no means, as of this time, of ascertaining the effectiveness 
of this interim agreement. 


MALPRACTICES IN THE IMPORTATION OF COMMODITIES 


I will now go to the next part of my statement, Mr. Chairman, on 
malpractices in the importation of commodities. 

Inadequate administrative machinery in the Lao Government, 
coupled with the unrealistic exchange rate, encouraged various forms 
of malpractices in the use of aid dollars for financing commodity im- 
ports into Laos. Such malpractices occurred principally with respect 
to dollar funds transferred to Laos under the cash-grant procedure 
because of the absence of effective United States controls over the use 
of these dollars. The cash-grant procedure does not afford ICA the 
means of supervision and audit which are normally a part of the pro- 
curement authorization systems; namely, prior designation by ICA 
of amounts and categories of commodities to be financed and subse- 
quent receipt by ICA of documentary evidence in support of actual 
payments for commodity shipments, subject to ICA postaudit and 
recovery of funds spent in violation of agency regulations. 
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RULES IN USE OF CASH-GRANT DOLLARS 


Bilateral arrangements with Laos in July 1955 set forth the follow- 
ing ground rules with respect to the use of cash-grant dollars: 

1. The National Bank shall adopt effective measures for the ef. 
ficient use of United States aid funds made available for the com. 
modiity import program. 

2. Foreign exchange made available through cash grants shall be 
used only as agreed on between the two Governments. 

The success of these arrangements depended largely on the volun- 
tary cooperation by responsible Laos officials, and ICA had no means 
of enforcing compliance, short of stopping additional grants. 


ADMINISTRATION OF FUNDS 


The principal machinery in the administration of dollar aid funds 
is the issuance of import licenses and the subsequent allocation of 
foreign exchange. TCA found that the procedures of the National 
Bank and the National Committee for Imports and Exports, an agency 
of the Lao Government designated to review and pass on applications 
for import licenses, were not effective and numerous irregular prac- 
tices were disclosed which could not be adequately controlled. 

There have been no systematic import plan, no adequate statistical 
data to determine commodity requirements, no definite criteria for 
identifving legitimate importers, and insufficient trained personnel to 
properly administer the operation. ICA engaged the services of an 
American management firm to strengthen the procedures of the Lao 
agencies. 

Also, a representative of the ICA mission was assigned as an ob- 
server to the Lao National Committee. 

However, these advisers were unable to enforce or accomplish the 
necessary screening of all license applications to prevent arbritrary 
issuance or issuances to fraudulent importers. 


NATIONAL COMMITTEE BYPASSED ON LICENSE ISSUANCE 


On at least two major occasions the mechanism of the National 
Committee was entirely bypassed and licenses were granted directly 
by officials of the Lao Government without the required consultation 
with ICA. The mission was informed that internal political neces- 
sities impelled the issuance of some $12 million of licenses in the 
summer of 1957 without review and approval by the Committee. 
Following protests by ICA, the Lao Government agreed in De- 
cember 1957 to strengthen the review authority of the National Com- 
mittee and require written approval by an ICA representative. We 
do not know whether this plan has been effective, but it seems to de- 
pend, as heretofore, largely on the cooperation of the Lao authorities. 


INTEREST OF LAOS OFFICIALS IN IMPORTING FIRMS 


Investigations by ICA disclosed that officials of the Lao Govern- 
ment have been financially interested in certain importing firms: 
some high officials were reported to own or control banks. These 
connections, although reportedly a common practice in the area, pro- 
vided incentives to abuses and rendered difficult their prevention. 
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Diversion occurred in two ways—commodities consigned to Laos 
were diverted en route, and commodities which reached Laos were 
illegally shipped out of the country. This practice has been attributed 
to several causes: 

(1) Inability of the Laos economy to absorb commodities in 
such large amounts; 

(2) Unstable political and economic conditions making it de- 
sirable to transfer money out of the country ; 

(3) The low exchange rate, affording opportunities for attrac- 
tive profits through sale of commodities in Thailand and Hong 
Kong. Diversions were facilitated by the inability until recently 
to obtain through bills of lading to Laos, thereby permitting the 
importer to take delivery in Bangkok. 


OTILER IRREGULARITIES 


Other irregul: arities took the form of overpric ing commodities by 
falsifying invoices and also by delivering inferior goods. Following 
are examples : 

A shipmet it of generators, having an estimated value of $20,000, 
was invoiced at $162,000. 

A shipment of sawmill equipment, having an estimated value of 
$12,000, was invoiced at $42,000. 

Equipment for a match factory, imported at a cost of about $70,000, 
was second hand, and in poor condition. Its real value : appeared to 
be about one-tenth of the foreign exchange paid for it. 

A shipment of 6,000 flashlights was invoiced at $1.50 per dozen while 
the usual price was 80 cents. 

Rice imports between May and December 1956, totaling some $2 
ee were invoiced at an average price of $133 per ton, “exceeding 

over 40 percent the market price of legitimate rice exports from 
Thal ind. There were indications that some of the rice was exported 
illegally from Thailand, and some quantities did not come from 
Bangkok, contrary to statements on the documents. 

A ‘shipment of 2,000 bottles of ipral-aspirin was financed at $5.50 
per bottle compared with a market price of $1. 

Senator Dirksen. Mr. Keller, I raised some questions and noted 
some of these things in the House record. I got the impression from 
the testimony that some of these were not actually consummated. 

Are these items that you are mentioning now all consummated cases ? 

Mr. Sraries. As far as we know, Senator, they were. They were 
taken from reports of ICA investigators who went out there and 
examined this. 

Senator Dirksen. You are of the opinion that these are actually 
consummated cases ? 

Mr. Ketter. Wecan verify that for the record, Senator. 


ICA CONTROL PROCEDURES INEFFECTIVE 


Control procedures of ICA to determine proper pricing and utili- 
zation of commodity imports have been ineffective to cope with the var- 
ious malpractices. The mission found it difficult to carry out sys- 
tematic end-use inspections because of (1) shortage of personnel, (2) 
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reluctance of the Lao Government to permit inspections, and (3) lack 
of information on commodities purchased with cash grants. 

The reporting procedures of the Lao customs service were not relia- 
ble and failed to disclose actual commodity arrivals and possible 
shortages. 

At the time of our field examination which was in March 1958, and, 
we understand, on other occasions, contacts with Lao nationals for 
purposes of end-use inspections were temporarily suspended, re. 
portedly on verbal instructions of the Embassy for compelling politi- 
cal reasons. 

Mr. Chairman, there was a question raised about this point today 
and later, I would like to comment further on the matter. 

Although several of the relatively few inspections evidenced im- 
proprieties in one form or another, ICA has been unable to sufficiently 
expand the scope of its audits and investigations. The agency points 
in particular to the difficulty of recruiting bilingual qualified audit 
personnel for Laos since it is considered an extreme hardship post. 

In its latest comments transmitted to us, ICA reported several 
corrective steps to provide an effective and end-use and audit pro- 
gram. These steps include recruitment of additional field staff and 
procedures for more adequate arrival information. The use of 
through bills of lading is expected to facilitate control over shipments. 


MILITARY BUDGET SUPPORT 


During 1955-57, which was the principal period covered by our 
examination, the United States released local currency counterpart 
funds equivalent to $84 million for the support of the Lao Army. As 
far as we could ascertain, review as to the reasonableness of the 
costs being financed and as to the proper use of the funds has not 
been adequate. 

The administration of a military budget support program, although 
it is financed with funds generated under the ICA program, generally 
comes under the jurisdiction of a military assistance advisory group. 
Under the terms of the Geneva agreement of 1954, the United States 
was held not to be permitted to maintain such a group. Principal 
liaison with the Lao armed forces was to be maintained through the 
French military mission. 


SCREENING OF LAO BUDGET SUBMISSIONS 





Initially, no provisions were made for United States screening of 
Lao budget expenses in 1955, since the ICA mission was not considered 
responsible for the operation. 

In December 1955, a separate group was formed within the ICA 
mission. This group took over the responsibility for screening Lao 
budget submissions. 

However, because of limitations in financially trained personnel 
and because Laos did not allow full independent reviews, the group 
was unable to determine the reasonableness and propriety of the costs 
being financed. 

Such a review was particularly important because the United States 
released counterpart funds on an advance basis and the Lao authori- 
ties had not complied, on several occasions, with the specific terms 
prescribed. 
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REVIEW OF LAO MILITARY COSTS 


An independent review of military costs was also indicated by the 
relatively high pay scale of the Lao Army. The French reported] 
had established these pay rates, but they appeared out of line wit 
comparative rates in neighboring countries and with the standard of 
living in Laos. 

The United States has provided 100 percent of the costs of the mili- 
tary establishment. Various ways were considered of how Laos could 
jn some measure provide a financial contribution from its own funds. 
United States officials considered, but rejected as not practicable and 
not advisable, such measures as an increase in tax revenues, deficit 
financing, or troop payments in kind. 

Subsequent to our field examination, the Department of Defense 
informed us that certain improvements have been effected in the con- 
trol over military budget support and that the Lao authorities have 
been more cooperative in making expenditure records available to 


PEO. 


PROJECT ASSISTANCE 


With respect to specific economic and technical assistance projects 
financed by ICA, the agency points to several achievements, including 
reopening of major highways, improvements of shipping on the 
Mekong River, assistance to the civil police force, control of endemic 
diseases, and improvements of irrigation methods. However, some 
of the larger projects appear to have been poorly administered, and 


accomplishments to date represent only a beginning in a backward 
country like Laos. 


LAOS ROAD OPENING AND MAINTENANCE 


Following are comments on three principal projects examined by us: 

The first is reopening and maintaining the national roads of Laos, 
ICA commitment 1955-57, $3.7 million. 

This project was slow in getting underway because of delays in 
contracting for required technical services. The agency considered it 
necessary to procure on an emergency basis the services of additional 
locally available construction firms. As a result, a total of 4 con- 
tractors were engaged under 6 separate contracts which caused an 
overlapping of functions. The ICA mission has recognized the need 
for a better coordinated program of advisory and training activities 
and we were informed that the program is being revised to fix proper 
responsibilities and prevent further overlapping of contractors’ 
services. 

Senator ELienper. Is that a road? 

Mr. Keuier. Yes, sir. 

Senator Extenper. Extending from where to where ? 

Mr. Sraptes. It is not any one road, as I understand, Senator. It 
is a general program for the rehabilitation and maintenance of the 
Lao highw ay system. 

It prob: ably does include the construction of some new roads. But 
the project, as a whole, embodies a number of principal roads. 


We do have some detail in our papers, if you are interested in the 
specifics. 
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Senator ELLenper. They were in the process of building a road from 
the ferry landing to the city. Probably, that is one of ‘the roads, 


Mr. Srapres. That is prob: ibly one of the roads included in this 
program. 
Mr. Ketrer. Mission investigations revealed that considerable 


quantities of ICA-financed road equipment had been abused, lacked 
proper maintenance, and property control records were inadequate, 
Our inspection confirmed these reports. ICA advises that the status 
of the equipment and necessary repairs, to the extent practicable, are 
receiving the current attention of responsible officials in the field. 


CIVIL POLICE ADMINISTRATION 


The second project is civil police administration, ICA commitment 
1955-57, $1.2 million plus counterpart funds. 

This project was designed to expand and consolidate the Lao civil 
police forces, improve their mobility and communications, and train 
their personnel. ICA-generated local currency funds have been used 
to pay salaries and other support costs. The United States has attrib- 
uted special significance to the project because of the need to 
strengthen internal security. 

(Statement off the record.) 

Mr. Ketirr. Under ICA auspices, some 600 men have received 
basic training. In addition, France and Great Britain have sponsored 
training activities, but the number of men who received training 
under those programs is not known. 

Senator Youne. What do you mean “not known” ? 

Mr. Staptes. ICA does not know. 

Senator Younc. They have no idea as to how many actually were 
trained ? 

Mr. Sraptes. By Great Britain and France. 
had programs of their own. 

Senator Youne. I see. 


















Britain and France 





FACTORS HAMPERING PROGRESS 





Mr. Ketxer. Several factors have hampered progress of the ICA 
roject. These are inability to receive the full support of the Lao 

Séveetidnnt, difficulties in recruiting American advisers, and inade- 
quate maintenance of ICA-furnished transport equipment. Also, dif- 
ferences in pay scales between various elements of the forces have 
created problems in the budgetary support program. 

Despite the considerable difficulties experienced, the agency believes 
that the project has been effective in various ways and has contributed 
to internal stability. The agency advises that the United States 
country team in Laos is currently reviewing the objectives of the 
police-assistance program to define more clearly Jnited States objec- 
tives and recommendations to be made to the Lao Government. 














AIRPORT RELOCATION 


The third project. examined by us is airport relocation—ICA com- 
mitment, 1955-57, $750 3000. 


Senator Ture. What is the town that this airport location will 
be in? 
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Mr. Straptes. That is Vientiane, the capital city. 
Senator Ture. Thank you. 
Mr. Keuter. In fiscal year 1957, ICA agreed to finance the major 


part of a project for the construction of a new airfield for the capital 


city of Vientiane. The project had been recommended as having a 
high priority by an earlier [CA-sponsored transportation survey which 
reported that the existing facility was subject to flooding by the Me- 
kong River. In September 1957 a contract was executed with an Amer- 
ican firm to provide the necessary engineering services. 

Subsequently, United States ———— advisers raised objections to the 
project because of the high cost of moving Lao Air Force facilities. 
Asa result, the undertaking was suspended. <A further survey under- 
taken on behalf of United States military authorities estimated the 
moving costs at $8 million and reported that a rehabilitation of the 
present airfield would be much less costly. 

ICA stated that this situation is not so much due to inadequate plan- 
ning, but represents an instance of wide disagreement between two 
groups of competent engineers. The project is being resurveyed before 
a final decision is made. 


DEFICIENCIES IN ADMINISTRATION AND TECHNICAL 





SUPPORT OF ICA MISSION 


At the time of our visit to Laos in March 1958, the mission manage- 
ment had started, at the direction of the Washington office of ICA, a 
complete reorganization of administrative and technical support func- 
tions. This reorganization had become necessary because of grossly 
inadequate execution of these functions, such as the upkeep of mission 
owned and used plant and equipment, the utilization of mission per- 
sonnel and the maintenance of personnel records, and the control of 
communications. Also, there had been a serious delay in the acquisi- 
tion of suitable space for office purposes and for residential housing. 

On the basis of discussions with responsible mission personnel, we 
satisfied ourselves as to the general adequacy of the proposed action 
to bring about an orderly field organization. Subsequent reports from 
the mission, recently communicated to us by ICA, indicate that various 
improvements have been made. These pertain in particular to the 
communications and records section, the motor pool and repair shop, 
the mission warehouse, and the taking of an inventory of all mission 
property. ‘The mission also reports progress in providing office space 
and housing facilities. 

The Laos program has served predominantly as an instrument of 
United States foreign policy and security interests; it is not within 
our province to appraise whether these program objectives have been 
accomplished. From the viewpoint of efficient administration and 
prudent utilization of funds, the program showed deficiencies more 
numerous and more serious than any other ICA program examined by 
us. While the size and nature of the aid program has been justified 
by ICA principally on foreign policy and military considerations, we 
believe that more effective means of directing the use of aid funds 
could have been employed without detriment to the prime objectives 
of the program. Without reasonable assurance as to the adequacy of 
Lao administrative machinery and the integrity of responsible offi- 
cials, they agency should not have accepted what appears to have been 
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unilateral control by Laos while reserving to itself not much more thay 
a right of consultation. 


DEDUCTIONS IN ECONOMIC ASSISTANCE PROGRAM 


We noted that in 1958 the economic assistance program for Lags 
was reduced from an annual average total of $45 million in the 3. 
year period 1955-57 to $82 million in 1958. ‘The local currency gen- 
erating program was reduced from $40 million in 1955-57 to $27 
million in 1958. The use of cash grants was limited to $20.6 million, 

We have previously mentioned actions taken or initiated by the re 
sponsible United States agencies, particularly during fiscal year 1958, 
to overcome the deficiencies in the Laos program. Whether these 
actions will be reasonably effective and contribute to a more efficient 
utilization of funds will depend largely on two factors: 

(1) The willingness or capability of the Lao Government to abide 
by and enforce orderly aa prudent administrative procedures, and 

(2) The ability of ICA to recruit and retain qualified technical and 
administrative personnel. 

Chairman Haypen. You indicated you wanted to go back to one 
matter. 














END-USE INSPECTIONS BY ICA MISSION 


Mr. Ketter. Mr. Parsons this morning raised several points. There 
is one point which I feel we must take issue with, particularly. That 
is the question of whether end-use inspections were being made in 
March of this year by the ICA Mission in Laos. This question came 
up during the House hearings before the Appropriations and Foreign 
Affairs Committee. We relied on a report made by our representa- 
tives who were in Laos. They re ported that they h: id been adv ised by 
the Controller of the ICA mission in Laos that no end-use inspec: 
tions were being made at that time. 

Mr. Parsons and ICA people checked with the Embassy in Laos and 
received the next da ty a cable which they submitted for the record. 

The implie ation this moi ning, was that our comment must have come 
out of thin air. In view of this issue I am forced to do something that 
I do not like to do. We have in our possession a copy of a memorat- 
dum dated May 20, 1958, which was some 2 weeks after our appearance 
before the House committees. This memorandum was by a Mr. Fred- 
erick Bunting, addressed to Dr. Fitzgerald on the question of end-use 
inspections. 

Senator ELtenpver. Who is Mr. Bunting? 

Mr. Ketier. He is an employee of ICA but I do not know his exact 
title. It does not show in the memorandum. 























MEMORANDUM 









The subject is “laos program-end-use inspection reports.” It isa 
rather lengthy memorandum. If I may, I will read one part, and 
then I will be glad to submit the memorandum for the record. 

On some occasions the Embassy did prohibit USOM representatives from con- 
tacting Lao nationals inconnection with end-use checks though according to 


Mr. DePaul such instructions were given by word of mouth and there is probably 
no written evidence on the record. 
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If you like, I will be glad to submit the entire memorandum for the 
record. 

Chairman Haypen. The memorandum may be included in the 
record. 

(The memorandum referred to follows :) 


May 20, 1958. 
Through Dr. D. A. Fitzgerald, DB/O, 505M; Dr. Raymond T. Moyer, O/FE, 
1016M ; Frederick H. Bunting, CLV, 1013N. Laos program, end-use inspec- 
tion reports. 

In response to your comment on Ambassador Parsons’ statement regarding 
the Embassy and end-use checks in Laos that “we should dig up the real story,” 
we have made the following findings. 

(a) On some occasions the Embassy did prohibit USOM representatives from 
contacting Laotian nationals, in connection with end-use checks, though accord- 
ing to Mr. DePaul, such instructions were given by word of mouth and there 
is probably no written evidence on record. The Embassy posititon in these 
instances was based on political judgments—judgments with which DePaul was 
in complete agreement. 

[Deleted. } * 

(b) DePaul also makes the point that there was some serious doubt as to the 
right of the United States to make end-use checks on commodities financed with 
cash grant dollars. Messrs. DePaul and Yarger state that they discussed the 
possibility of such investigations with high Lao officials who took the position 
that, while they could not concur in the use of American or United States- 
financed investigators for this purpose [deleted] the USOM was at liberty to 
make the checks indirectly, using the facilities of the Lao economic police or 
other Lao agencies. In this connection, Mr. DePaul says that part of the 
trouble he had with Mr. Haynes Miller was attributable to Mr. Miller’s inability 
or refusal to see any essential difference between end-use checks on commodities 
financed with cash grant dollars as against those financed under PA’s and 
PIO/C’s, and coming under legal provisions for recourse, e. g., regulation I. 

(c) Some of the end-use reports submitted by end-use personnel, particularly 
by Mr. Miller, were indeed held up by both DePaul and Robbins. Other reports 
were acted upon forthwith. In some of the latter cases, according to Mr. DePaul, 
heavy fines were imposed subsequently by the RLG on importers guilty of serious 
irregularity. Reports were only withheld, according to Mr. DePaul, when the 
irregularities discussed and recommendations they contained were not supported 
by facts, but were based on hearsay. Typically, such reports were referred 
back to the USOM Controller for further substantiation or for the correction 
of inaccuracies. 


DISCUSSION ON MEMORANDUM 


Senator Dirksen. Is that the substance of the memorandum ? 

Senator E.uenper. Read the entire memorandum. It is only 1 
page. ; 

Mr. Ketxier. This is a memorandum previously identified, dated 
May 20, 1958. 


In response to your comment on Ambassador Parsons’ statement regarding 
the Embassy and end-use checks in Laos that we should “dig up the real story,” 
we have made the following findings: 

(a) On some occasions the Embassy did prohibit USOM representatives from 
contacting Laotian nationals in connection with end-use checks, though aecord- 
ing to Mr. DePaul such instructions were given by word of mouth and there is 
probably no written evidence on record. The Embassy’s position in these in- 
stances was based on political judgments with which DePaul was in complete 
agreement. 


[Deleted. ] 
Senator Ettenper. Who is DePaul? 
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Mr. Ketier. As I understand it, Mr. DePaul was at that time head 
of the ICA mission in Laos. 


DePaul also makes the point that there was some serious doubt as to the right 
of the United States to make end-use checks on commodities financed through 
cash-grant dollars. 

Messrs. DePaul and Yarger state that they discussed the possibility of such 
investigations with high Lao officials who took the position that, while they 
could not concur in the use of American or United States financed investigators 
for this purpose. [Deleted.] The USOM was at liberty to make the checks in- 
directly, using the facilities of Lao economic police or other Lao agencies. In 
this connection, Mr. DePaul said that a part of the trouble he had with Mr. Miller 
was attributed to Mr. Miller’s inability or refusal to see any essential difference 
between end-use checks on commodities financed with cash grants as against 
those financed under procurement authorizations and coming under legal pro- 
visions for recourse, that is regulation 1. 

Some of the end-use reports submitted by end-use personnel, particularly by 
Mr. Miller, were indeed held up by DePaul and Robbins. Other reports were 
acted upon forthwith. In some of the latter cases, according to Mr. DePaul, 
heavy fines were imposed subsequently by the Lao Government on importers 
guilty of serious irregulamties. Reports were only withheld, according to Mr, 
DePaul, when the irregularities discussed, and recommendations they contained, 
were not supported by facts but were based on hearsay. Typically, such reports 
were referred back to the USOM controller for further substantiation or for the 
correction of inaccuracies. 


I wish to point out again, Mr. Chairman, that I do not like to use 
a memorandum of this type, but there were statements made this 
morning, which questioned the credibility of our report and I felt that 
I should clear the record. 

Chairman Haypen. Are there any questions, Senator Young? 


CHECK ON PAYMENTS TO SOLDIERS 


Senator Youne. Yes, I have just 2 or 3. 

As I recall, ICA officials testified yesterday, and perhaps even former 
Ambassador Parsons, that they had a good check as to whether the 
military pay actually goes to the soldier. 

When I was over there in that area last fall, many of them told me 
that there was not any good check to see that this money actually 
goes to the soldier who is supposed to receive it. Some officials told 
me that in Vietnam, for example, they had only three people assigned 
to that work. I could not find over there that they had any good 
check whatever. 

What has been your finding in that respect ? 

Mr. Sraptes. As much as we could find out, Senator [deleted], the 
ICA mission has been endeavoring to work out an arrangement with 
the Lao Army or specific officials in the army to examine the expendi- 
tures that have been made, which, of course, would disclose where the 
money is going, or, at least, it would be an avenue of disc losing 
whether or not the money is "actually going to the soldiers. So far 
as we know, and taking that from records which have been available 
to us, they were not able to work out that kind of arrangement until 
very recently. 

Senator Youne. Do you know how many officials ICA has assigned 
to check on this? 

Mr. Srapies. In this office our information is that there are about 
20 people. 

Senator Youne. Assigned to this military-pay question ? 

Mr. Srartes. That is correct. 
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Senator Younac. In what country ? 

Mr. Srapres. Laos. 

Senator Dirksen. May I ask at that point, under the Geneva Con- 
vention we were not entitled, as I understand, to have an MAAG 

operation in Laos. 

Mr. Starvtes. That is our understanding, too. 

(Discussion off the record. ) 

Senator Youne. Ambassador Parson’s statement a while ago was 
hardly correct that he had his finger on all of the expenditures. 

Dr. Moyer. None of the staff, even, could be absolutely certain. The 
funds are provided under this arrangement. However, I would add, 
and I believe that this group would support this statement, that we 
are not satisfied with this arrangement, and this is one of the things 
which is under discussion in the present negotiations. 

We are expecting, when these negotiations are completed, not only 
to have specifics on monetary ar rangements ———., but a better under- 
standing of how we conduct these end-use inspections. 

Senator Eiienpver. Did you ever follow through on kickbacks from 
the soldiers to some of the higher ups? 

Dr. Moyer. I cannot answer that specifically, Senator Ellender. 
In fact, I do not know of that particular charge. 

(Discussion off the record.) 


USE OF UNITED STATES FUNDS TO PURCHASE GOODS FROM COMMUNIST CHINA 


Senator YounG. Mr. Chairman, I have just one more question to 
ask of the GAO officials. 

Do you have any information regarding the use of United States 
money by Laos, C ambodia, and/or ‘Vietnam officials in the purchase 
of goods in Communist China ? 

Mr. Stapies. No; we have no direct evidence that such is goimg on. 
We just do not know. Charges have been made along that ‘line, but 
we would not presume to quote those or bring them into any hearing. 

The point there is that once the import license against cash grants 
is issued to a merchant in Laos, it is not easily determined where he 
buys the commodity, or in view of conditions in Laos just how it may be 
reexported out of the country. 

(Discussion off the ree ord.) 

Senator Youne. That eal, Mr. Chairman. 

Senator ELLENDER (presiding). Are there any further questions ? 


PARTICIPATION OF PRO-COMMUNIST OFFICIALS IN ICA FUNDS EXPENDITURE 


Senator Dworsuak. I have one question. 

Dr. Moyer, I have been reading the statistics on this statement under 
the heading of Laos, and I find that Communist Pathet Lao gains, 
including the sec urity of two Cabinet positions and assimilation of 
these recruits into the Royal Lao Army and soon. I would like to ask 
specifically to what exte nt these pro-Communist Cabinet officials parti- 
cipate in directing the expenditure of funds under the ICA program. 

Dr. Moyer. Your statement regarding the composition of the 
Cabinet is correct. I might mention, however, that the whole Cabinet 
is again in process of change and we do not know what the new 
Cabinet is going to be. 
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Senator Dworsuax. But you do know that there are two pro-Com. 
munist Cabinet officials. Do they participate in this program? 

Dr. Moyer. One of them participates in the planning. He is Min. 
ister of Plans. He is so appointed. Generally, aid programs come 
under the Ministry of Plans. He does participate, or will participate, 

IT ought to say, he did for the last few months of 1958, and : assuming 
he is still in, which we do not know at this point, he will have some- 
thing to say. 

Senator Dworsnax. Regardless of what the future is, he has been in 
this strategic position and has been using the ICA funds. To that 
extent we might say this is a Communist- controlled program or a pro- 
Communist program that we are financing. 

Dr. Moyer. No, sir. The 1958 program, put into effect in part 
while he was in office, followed almost exactly the lines which were 
established before he ever came in. Besides, for the most part, our 
people deal directly with the various ministries concerned. 

He does have some kind of pro forma overall review, but what 
we supported in 1958 was almost entirely what had been worked 
out before he ever joined the Cabinet. 

Senator DworsHak. Who is the top official in Laos? 

Dr. Moyer. The Prime Minister, I suppose one would say. It is 
a kingdom and there is a king. The acting top executive is the 
Prime Minister, by the name of Souvanna Phouma. 

Senator Dworsnak. Has he been pro-western ? 

Dr. Moyer. He has been quite pro-western. There is no question 
of his orientation. 


FINAL AUTHORITY ON FUNDS EXPENDITURE 


Senator Dworsnak. He has the major authority in the direction of 
these ICA funds, then ? 

Dr. Moyer. The Prime Minister, yes. 

Senator Dworsuak. He has final authority ? 

Dr. Moyer. The Ambassador and our people consult with the Prime 
Minister frequently. He has the final authority. 

Senator Dworsnaxk. How long has he had that job? 

Dr. Moyer. He has been in for at least a year and a half and I 
think longer than that. 

Senator Etitenper. Mr. Keller, I believe that up to now you have 
answered one of the challenges made by Ambassador Parsons. 

Are there any others that you desire to answer? You were present 
when he testified, as I remember. He challenged you on 2 or 3 
other cases. 

Mr. Ketier. Yes, sir; we would like to answer briefly. Mr. Staples 
will answer because he was the witness whose statements were ques- 
tioned. 

Senator Srennis. Mr. Chairman, in view of the fact that I havea 
compelling engagement, my I ask one question ? 

Senator E,.enper. Surely. 


COMMODITY DIVERSIONS AND OVERPRICING 


Senator Srennis. Gentlemen, I am not certain I understand cor- 
rectly all the way down here. 
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On page 10, in which you list your bill of particulars on diversions 
and overpricing of commodities, taking the first item there, a ship- 
ment of generators having an estim: ated value of $20,000 was in- 
voiced at $162,000. Do I understand that it was paid for at $162,000 
or did someone catch that ? 

Mr. Srartes. No. It was paid for at $162,000. 

Senator Stennis. Out of these funds in this appropriation bill? 

Mr. Staries. Out of appropriated dollar funds. 

Senator Srennis. Is that true of each of these items you have here 
on pages 10 and 11? 

Mr. Sraptes. That is correct. 

Senator Stennis. Including the 2,000 bottles of aspirin at $5.50 a 
bottle when the market price was only $1? 

Mr. Sraptes. That is correct. 

Senator Stennis. As part of that question, I did not catch what 
was the complication as to why matters of that kind could not have 
been detected. Was it a lack of coordination there between the ICA 
and the Lao Government ? 

Mr. Srapies. It was essentially the manner in which imports were 
handled under the procedures that had been established. ‘The import 
was made and the invoice was paid after the import license application 
had been approved, and the importer had acquired from the National 
Bank of Laos the necessary foreign exchange to buy that. It was 
after approval of the license that he bought ‘the equipment and paid 
for it. 

Senator Stennis. There had been at least an implied approval of 
this price and the money drawn out for that purpose? 


Mr. Srarites. Apparently more inferior goods were actually pur- 
chased than were called for on the application for the import license. 


QUESTION OF CONSUMMATION OF TRANSACTIONS 


Senator Exienper. Mr. Staples, may I make this statement: As I 
recall, Mr. Murphy denied yesterday that the transactions to which 
you have referred were ever consummated. 

Mr. Murruy. No, sir; I did not deny it. These are difierent trans- 
actions. 

Senator ELLenper. Was the money actually paid out? I thought 
you stated that the transactions had not been consummated. 

Mr. Murruy. That is correct. But those were different items than 
these items here. ‘The items I was referring to were the items which 
are contained in the memorandums which were inserted in the House 
hearings at pages 529 through 531. 

Senator ELtenver. It had nothing to do with the items that Senator 
Stennis has been examining the w itness on ? 

Mr. Murruy. That is right. On these items, I would like to men- 
tion to Senator Stennis that Mr. Staples or Mr. Keller’s statement 
indicates that these items were detected and by ICA investigations. 

The ICA was not powerless to detect these things. These were ac- 
tually turned up by ICA investigators. 
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BENEFICIARIES OF OVERPRICING 


Senator Exienper. Mr. Staples, in pursuing the question asked by 
Senator Stennis, were you able to find out who received the differenced 

Mr. Srapries. You mean who got the difference ? 

Senator ELLENper. Yes. 

Mr. Sraptes. I presume the supplier got the difference, but wherever 
it went after that 1s something we do not know. 

Senator Ex,tenper. What was the actual value of the item of 
$162,000 referred to by the Senator ? 

Mr. Srapies. It was estimated by ICA at $20,000. 

Senator ExLLenper. So that somebody pocketed the difference be- 
tween $162,000 and $20,000 ? 

Mr. Srapies. That is the natural conclusion. 

Senator E.ienper. How many of such transactions did you ac- 
tually find had been consummated ? 

Mr. Sraries. We do not know. 

Senator Dirksen. Mr. Chairman, if this is new material, these par- 
ticular illustrations, which have not come to the attention of ICA 
here, [ think if they can secure additional data they should be free to 
put it in the record. 

Senator ELtenpver. We will call the GAO back to verify that be- 
cause there seems to be some dispute about facts. 

Mr. Srapries. Senator, I do not know that there is any dispute on 
the facts on these between ICA and ourselves. 

Senator Exitenper. Why should the ICA come back, then? 

Senator Dirksen. Mr. Murphy said these were new items that had 
not come to his attention. 

Senator Ettenper. Such as what, the $162,000? 

Senator Dirksen. Is that not correct ? 

Mr. Mourpnry. I was not familiar with these items before. 

Senator Dirksen. Yes, sir; when I inquired about these items 
turned up by their investigators “_ had some answer for them. 
On these they said they were new. I do not know how you would 
get the whole story unless they were run down and a statement sub- 
mitted to the committee. 

Chairman Haypen (presiding). I think they can file a statement. 


We cannot keep these hearings going because we have to report the 
bill to the Senate. 


CHECK 





OF TRANSACTIONS BY ICA OFFICIALS 


Senator DworsHax. Did not the local ICA officials in Laos always 
have an opportunity to check such transactions to determine whether 
there was any discrepancy ? 

Mr. Srapries. Yes; they had as far as they were the result of ship- 
ments under procurement authorizations. Such things would be 
established first through an end-use check and secondly, when the in- 
voice came back here to be paid in Washington, ICA has a mechanism 
in Washington for examining and checking and verifying the unit 
prices to see that they are supposedly reasonable. 

Senator Dworsuax. Then our mission in Laos had an opportunity 
to check many of these transactions whether it did so or not? 

Mr. Sraries. That is correct. 
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Senator ExLenper. Mr. Staples, the items to which you referred 
were discovered by ICA’s own investigators ? 

Mr. Srartes. That is right. 

Senator ELtenper. And they knew about it? 

Mr. Srartes. Yes, but they knew about it after it happened. 

Senator Youne. And no one informed this committee about them 
except the GAO? 

Mr. Sraptes. I should like to point out that these are what we con- 
sider to be illustrative of a condition that existed. To what extent it 
existed I do not know nor that anybody really knows. 

Dr. Moyer. Mr. Chairman, I would like to refer to yesterday when 
we were discussing this. I mentioned that we did know that there 
were such cases. 

Senator Youne. Mr. Murphy said he did not know. 

Dr. Moyer. These particular ones. You may recall yesterday I 
said that particularly the first year, before we realized there was 
going to be this kind of a problem, aes certainly a number of such 
cases got through. It would be very interesting to know the date of 
these. It would be quite interesting from the point of view of history 
to see when they developed. We know that particularly the first 
year there were such, and we would not guarantee that later there 
were not some sharpies who were able to put something across. 


DIFFICULTY IN MAKING ADEQUATE INVESTIGATION 


I ought to also add this: We were under extreme difficulty. In 
the beginning our mission director lived in a tent. It was almost 
impossible to get anybody to go out there. We did not have ade- 
quate personnel. We know that there were some violations. I was 
trying yesterday to make that clear. It could well be that these 
occurred. I would not question these particular items. 

Senator Evvtenper. Dr. Moyer, according to the document from 
which Mr. Staples quotes, it appears that these investigations were 
made by your own people. 


EXAMPLES OF DISCREPANCIES DISCOVERED 


Will you give us a list of discrepancies discovered by your own 
people? 

If the ICA investigators found instances of this kind, I think they 
ought to be presented to this committee in detail, and I so request, 
Mr. Chairman. 

Senator Dirksen. Are not those the ones that were submitted in 
the House record ? 

Senator ELtenper. No. This is new. 

Mr. Srartes. I think, Senator, the ones that you are referring to— 

Senator ELtenper. Since ICA is no doubt, in possession, at this 
moment, of many of these discrepancies, I feel the committee ought 
to be furnished with a complete listing. 

Chairman Haypen. I can see no objection that they can furnish 
ex amples to us and no doubt they will be glad to do that. 

Senator Extenper. We would like to have the total discrepancies 
involved. They have them, I am sure, since the investigations were 

made by their own people. 
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Chairman HAYDEN. That can be done. 
(The information requested appears on pp. 562-563.) 





LEGAL EXCHANGE RATE 












Senator Youne. Senator Ellender asked them to comment on cer- 
tain statements made this morning. 

Senator ELLenprer. Yes. 

Mr. Startes. On page 526, this is taken from the remarks made by 
Secretary Parsons this morning. He talks about the relationship of 
the 100 kips to the 35 kips. At that time I said that, where they should 
deposit 100 kips, they deposit 35. What I meant by that is that the 
real value of the kip in relation to the dollar at that time was rather 
100 to 1 as against 35 to 1, and the implic ation was that the legal ex- 
change rate should be 100 rather than 35, based on that premise. It 
was not intended to mean that ICA or the State Department should 
demand deposits at a higher rate than the legal exchange rate. 
Chairman Haypven. That is perfectly clear. 

Senator Ertenver. What other statement do you wish to make? 












MILITARY EQUIPMENT 












Mr. Staries. On page 545, Mr. Parsons really wanted to clear the 
record. I made the statement that I ne lieved that the Geneva agree- 
ment allows for the sa icement of military equipment that is already 
there but no increment in the overall quantities of equipment and 
likewise there shall he no Milit: ry Kstablishment or assistance group 
maintained iy the United States in Laos. 

Sec retary Parsons made the point this morning that they do sup ply 
military equipment. I did not claim at that time to he « ‘om pt letely 
knowledgeable of it. I was merely expressing an understanding. 





















point is on page 550. This 1 a part icularly delicate one 
It is delicate in the sense that Secret LUr’y Parsons took quite a bit of 
umbrage to it. Mr. Passman said Laos made an agreement and if 
they liked it they went along with it and if they did not like it they did 
as they pleased and we tolerated it. That is a correct statement, is it 
not? My answer was, “Yes, sir.” First of all we have to consider 





this in the context of a discussion that was off the record prior to 
that question. That discussion had to do with the political implica- 
tions of the program and just what the State Department, in pursu- 
ing this program as a matter of foreign policy, was in a position to 
really do, and at the same time protect the security interests of the 
United States, which was the purpose for which the program was be- 
ing carried out. It was out of that conversation that the word “tol- 
erated” was used. The inference that was intended to be meant, I 
am sure, by Mr. Passman, and certainly intended by me, was not that 
the Embassy or the Ambassador stood by and tolerated it. It was in 
the context of what we had to tolerate because it was a very, very im- 
portant part of the security program of the United States. 

Senator E:tenper. Was that, that is the conversation to which 
you referred, in keeping with the statement that was made here by 
one of the employees of ICA ? 
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Mr. Sraptes. That is not related. That is a different subject. 

Senator Extenper. It deals with the political situation there. 

Mr. Srapres. It was related to that, but I believe it was considered 
to be somewhat more serious in that it had the hazard of risking the 
relationship between the Lao Government and the United States 
Government. 

Senator ELttenper. That makes it worse. 

Mr. Sraptes. It was much more serious than that. 

Senator ELtenper. In other words, tolerate crookedness, as I would 
interpret it. If you proceeded to expose them the relationship be- 
tween us and Laos might grow worse. 

Mr. Srartes. That was part of it. I was thinking of it in a broader 
sense than that, Senator. 

Senator ELtenper. It could not be worse than what I have stated. 

Mr. Staptxes. No; I did not say it was worse. I am talking about 
it in a broader sense. I believe if I may interpret the Ambassador’s 
remarks and thinking that what was considered here was a very broad 
relationship from the standpoint of being able to pursue the program 
and maintain the independence of the Lao Government on the right 
side of the fence rather than the wrong side of the fence. 

(Discussion off the record.) 

Senator Dworsuak. How many provinces are there in Laos? 

Dr. Morr There are 12, sir. 

ian ‘H \YDEN. Is there any further comment you want to 
make ? 

OF AMBASSADOR NOT QUESTIONED 


Mr. STAPLes. 


Mr. ( ere 

In connection with this colloquy with Mr. Passman, it was never 
my intention to reflect the sincerity of the efforts of the Ambassa- 
dor and I sh ‘ertainly like to make that very, very clear on the 
recor , 


mm) 


The use of the word by Mr. Passman of “tolerate” was in the 


mment I want to get into the record, 


l eether with another one on page 
546, has to do with just what power they did have to overrule or 
veto these applications. The whole record seems to be not quite 
specifi - on just whe re ICA’s representatives stood in the committee. 

ICA has called him to us “an observer.” They have said that he 
had “de facto veto power.” I am not sure I understand what that 
means. 

They had one representative who was an observer. They had many 
thousands of ap yplic ations that come through. The applications such 
as we have seen were in rather general and vague terms so that it was 
pretty difficult to be able to spell out a specific unit price as to whether 

or not’ it was reasonable or not. That, together with the general 
instability and lack of know-how and administrative mac hinery in the 
Laos Government, all added up, and we see it, to a picture where you 
just could not deal with the Laos Government such as you could with 
other more developed countries and predicate your entire processes 
upon an agreement that existed, because examples had been brought 
out and acknowledged where they circumvented the agreement. No- 
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body knows, as far as we can tell, whether or not they circumvented 
them more often than was disclosed. 

We just do not know. I do not know whether ICA knows. At 
least, we have not been able to find out. 

Senator Dirksen. Language isa real barrier out there. 

Mr. Sraptes. Yes, sir. The point is that there was not sufficient 
advancement and general reliability in the know-how and integrity 
and stability of the Laos Government to be able to rely just on an 
agreement. That was the whole point of our response to that. 

Senator ELttenper. Mr. Chairman, there was only one more question 
T would like to ask about Laos. Was the palace of the old King ever 
rebuilt ? 

Senator Dirksen. Wasthat in Cambodia? 

Senator ELLenper. No. 

Dr. Moyer. There was that rumor. 

Senator Etienper. I just want to know. 

Dr. Moyer. No. 

Senator ELtenper. We were taking it seriously at the time that they 
were making that demand. 

Dr. Moyer. We had nothing to do with it as far as our funds are 
concerned. 

Senator ELtenper. No funds were used for that purpose ? 
Dr. Moyer. That is right. 
























TELEPHONE PROJECTIN TAIWAN 






Senator Exitenver. Dr. Moyer, I would now like to have you 
answer the questions I propounded yesterday on the telephone project 
in Taiwan. It is my recollection that a million and a half dollars 
had been obligated but only $200,000 had been spent to date. This 
obligation was created in 1955. How much of that fund still remains 
unexpended ? 

Dr. Moyer. I will put it in the record. It has all been obligated. 

Senator Exxenper. Let us know when and for what purpose. 
(The information referred to follows :) 









TELECOM MUNICATIONS PROJECT IN CHINA (TAIWAN ) 


Obligations and expenditures for this project are as follows: 


{In thousands of dollars] 












Disburse- | Material and 
Year | Obligation | ments equipment 
on order 
















Fiscal year 1955 : -| $253 $62 $191 
Fiscal year 1956 ad pe 430 125 305 
Fiscal year 1957 ; af 26 848 


Total. 


Aithough the amount expended for this project remains small, orders have 
been placed for material and equipment covering all funds obligated except 
$15,000 for training Chinese personnel in the operation of the telecommunica- 
tions system. 

The reason why expenditures appear to be lacking is that the equipment for 
installations under this project includes items that are custom made, requiring 
a lead time for as long as 2% years because of the special engineering problems 
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that are involved. In addition, there was some delay in contracting for the 
equipment as a result of failure of bidders to bid on the basis of the indicated 
specifications. Expenditures from now on, however, may be expected to accel- 
erate sharply as deliveries are made since, if equipment now on order is de- 
livered in accordance with present schedules, installation will be completed in 
the spring of 1959. 

This project continues aid given in previous years for the improvement of 
telephone facilities on Taiwan. Assistance in this field was selected as one of 
the important items in the aid program because of the necessity to improve 
telephone service as the result of the increasingly complex military, economic, 
and political situation. 

The principal naval base is located at the southern end of the island near 
Kaohsiung. In 1956 the provincial capital was moved from T’ai-pei to Taichung. 
Military units and American personnel are located in various parts of the island. 
These developments have required an accompanying expansion in facilities 
making it possible to communicate rapidly. The project for which the $1,557,000 
was provided was required because demands on present facilities had become 
so great as to endanger the service life and reliability of existing equipment, 


ADDITIONAL STATEMENTS 


Mr. Mureuy. Mr. Chairman, there are a number of items on which 
we have not presented further testimony, most of which were not 
affected by the House action. 

We should like permission to put statements in the record. 

Chairman Haypen. Very well. 

(The statements referred to follow :) 


STATEMENT ON TC APPROPRIATIONS REQUEST 


The 1958S Mutual Security Act authorizes and the House appropriations bill 
makes available the full $150 million for bilateral technical cooperation and 
$21.5 million for multilateral programs requested by the executive branch. 


PURPOSE OF PROGRAM 


Technical cooperation is a program for the sharing of knowledge, experience, 
techniques, and skills with peoples of less developed areas for the purpose of 
helping them to further their economic development and to increase their 
standards of living. Its objective is to help the peoples of these countries to 
help themselves by applying up-to-date methods to their economic and related 
social and governmental problems. 

The puropse of any technical cooperation project is to transmit know-how 
and to help to achieve the application of this know-how to the problems of 
the country concerned. Know-how can be transmitted only through and to 
people. Therefore, people are the main focus of the technical-cooperation pro- 
gram. It involves commodities and equipment and other physical objects only 
as they may be required to demonstrate some new techniques, or to assist in 
the creation or improvement of some local educational or other institution to 
provide a framework for a continuing transmission of knowledge. 


BENEFITS TO THE UNITED STATES 


Technical-cooperation programs lead to increasing economic strength, in- 
creasing social stability, increasing human welfare, increasing awareness of 
democratic ways of life, and increasing friendship for the United States in 
the free world countries in which they are carried on. Thus they serve both 
the basic interests of the cooperating countries and, in varying degrees, all 
of the primary foreign policy interests of the United States; our political 
interest in having stable, friendly, and democratically inclined neighbors in 
the world community: our strategie interest in having the nations of the free 
world strong, free, and proud in their freedom so as to discourage and, if 
hecessary, to resist internal or external aggression; and our moral interest in 
helping less fortunate peoples to improve their lot. 

These mutual interests of the United States and the cooperating countries 
in the technical-cooperation program long preceded the recent Soviet efforts 
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at economic penetration by similar means. They would continue if these efforts 
should cease tomorrow. Yet the large-scale Soviet drive in this field makes 
it particularly important that the United States not falter in this type of 
program which we introduced. 


DIMENSIONS OF THE FISCAL YEAR 1959 PROGRAM 


The proposed fiscal year 1959 ICA technical-cooperation program is designed 
to provide the continuity and the resources to carry on this program effectively, 

The program as presented calls for total funds of $171,500,000 of which $150 
million will be used to finance the United States bilateral technical-cooperation 
programs. The remainder will be used to finance United States contribu. 
tions to the costs of multilateral technical-cooperation programs operating under 
the auspices of the U. N. in the amount of $20 million and of the Organization 
of American States in the amount of $1,500,000. The Mutual Security Act of 
1958 established a 40-percent ceiling on United States contributions to the 
United Nations for multilateral technical cooperation. The above overall funds 
compare with a total of $128,800,000 for the bilateral program and $17 million 
for the multilateral program available in fiscal year 1958, and $129,185,000 and 
$17 million, respectively, which were obligated for such programs in fiscal year 
1957. 

Thus the program provided for in fiscal year 1959 is somewhat larger than 
the current program. It will provide ICA assistance to technical-cooperation 
activities in some 60 countries and dependent territories in fiscal year 1959, as 
compared with 58 in fiscal year 1958. 


Proposed TC program by area and country—fiscal year 1959 


[In thousands] 


Total, all technical cooperation programs 


Europe, total 


Morocco 

Somalia 

Tunisia 

I igi ei sinc ee eh SG olin heen nati 
Regional and undistributed 


Near East and south Asia, total 


Turkey 
Regional and undistributed 
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Proposed TC program by area and country—fisecal year 1959—Continued 
[In thousands] 
Far East, total 


Cambodia 
China (Taiwan) 
Japan 


Philippines 
Thailand 
Vietnam 


Argentina 
Bolivia 
Brazil 


Dominican Republic 
Ecuador 


Haiti 

I ii cases ects we paves apace tamed cn dna ace eeaa 

Mexico 

Nicaragua 

Panama 1, 300 
1, 500 
2, 900 

Uruguay 200 

Venezuela 190 

CUBE RIRS COTTON a iii cde inion etliniipbanaaaienl 1, 050 

Regional and undistributed 2, 090 

Organization of American States 1, 500 

Deduct : Amount financed from prior year funds____.___________-_. ~____ 


Nonregional programs, total 43, 000 


UNTA 20, 000 
TREOTTORIONRT CE DOCUNIOG ccc Soi acct tbat ena 15, 000 
Personnel and participant Prograiic on x2 - ne ek ceeeeneee 8, 000 


STRENGTHENING UNITED STATES PERSONNEL AND EXPANDING PARTICIPANT TRAINING 


The Congress authorized bilateral technical cooperation funds in an amount of 
$8 million larger than requested by the executive branch. The House Foreign 
Affairs Committee report on page 37 described the intent of that committee, later 
endorsed by the Senate Foreign Relations Committee and Congress, as follows: 

“The increase of $8 million recommended by the committee is intended primar- 
ily to strengthen the personnel side of the program rather than to expand pro- 
grams. Recruitment procedures can be improved to assure more careful selection. 
Training programs can be developed with particular emphasis on language in- 
struction for personnel under technical cooperation and for program personnel 
under other categories of aid whose services abroad advance the same general 
objectives. Similarly the increment will permit an expanded program of par- 
ticipant training, making it possible for more to study in the United States or in 
third countries.” 

The executive branch has developed a specific program for meeting the twin 
objectives contemplated above and has requested appropriation of the additional 
$8 million. The House bill includes $150 million for the total bilateral program, 
thus endorsing this increase. 
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STATEMENT CONCERNING INTERGOVERNMENTAL COMMITTEE FOR EUROPEAN MiGRa- 
TION, OFFICE OF REFUGEE AND MIGRATION AFFAIRS, BUREAU OF SECURITY AND 
CONSULAR AFFAIRS, DEPARTMENT OF STATE 


The Intergovernmental Committee for European Migration serves United States 
interest by (1) facilitating and increasing the overseas movement of migrants 
from overpopulated areas who cannot be absorbed in the economies of their 
respective countries; (2) supplying needed manpower to the developing econo- 
mies of overseas immigration countries; and (3) maintaining a flow out of 
Europe of refugees from communism who require final resettlement abroad. 

The United States took the initiative in organizing ICEM at the Brussels Con- 
ference on Migration in 1951. Now composed of 27 governments, ICEM is not a 
part of the United Nations system, but collaborates closely with United Nations 
organizations, particularly the Office of the United Nations High Commissioner 
for Refugees. Communist and Communist-controlled governments are excluded 
from membership. 

ICEM’s purpose is to facilitate and increase the movement of migrants and 
refugees out of Europe, who would not otherwise be moved, and simultaneously 
to supply needed manpower to the developing economies of overseas immigration 
countries, such as Australia, Canada, the Latin American countries, New Zealand, 
South Africa, and Rhodesia. Austria, Italy, Spain, the Netherlands, and Greece 
are overpopulated countries in Europe. Selected emigration must still take place 
from Germany, because of her unbalanced population structure and the continu- 
ing arrival of German refugees from Soviet controlled areas. The United States 
is interested in securing economic and political viability in these friendly allied 
countries in Europe. This continuing effort will be vitiated or retarded in reali- 
zation as long as these countries remain overburdened by more nationals. and 
refugees than their economies in terms of available space and capital investment 
ean absorb. 

The United States is also interested in maintaining effective initial asylum 
in the Western European countries for the refugees constantly arriving from 
Soviet-controlled areas in Eastern Europe. Such asylum cannot be provided 
unless those who need to emigrate, indigenous migrants and refugees alike, 
are able to do so in sufficient numbers to relieve the population pressures in 
their countries of residence. Failure to maintain a commensurate outflow in 
emigration from Europe will intensify conditions in which Communist philoso- 
phies thrive and spread. The full benefits of earlier United States economic 
assistance to these countries in Europe cannot be realized as long as substantial 
numbers of unemployed constitute a drag upon their economies. The transfer 
of these manpower resources to overseas areas where they can be used also adds 
to the strength of the Western World. 

Section 405 (a) of the Mutual Security Act of 1954 provided continuing 
authority for appropriations and United States participation in ICEM on the 
basis of ICEM’s constitution which came into force in October 1954. 

ICEM provides transport for migrants and refugees on migrant routes where 
regular commercial transport is inadequate or nonexistent. By pooling the 
financial contributions of governments, migrants, and voluntary agencies, mi- 
grants who would not otherwise be moved are assisted to emigrate. ICEM 
also assists the Latin American countries to improve their administrative 
agencies dealing with immigration. As required, ICEM provides processing 
facilities for emigration and reception and placement services for migrants on 
arrival in the countries of destination. Migrants are required to contribute to 
the extent of their capacity to the cost of their transport through prepayments 
or repayments on loans within 2 years after arrival. Regular commercial trans- 
port facilities are used to the maximum extent possible. 

ICEM moved 713,700 migrants and refugees out of Europe between February 
1, 1952, and December 31, 1957, including 62,722 Hungarian refugees. In addi- 
tion to those actually moved, ICEM assembled and organized the departure of 
57,958 Hungarian refugees for whom transport was supplied directly by the 
governments receiving them. Well over one-third of ICEM movements have 
eonsisted of refugees. Another third has been composed of wives and children 
joining the family breadwinners who have preceded them to the country of 
immigration. This latter movement contributes substantially to the stability 
of current immigration movements in the countries of reception. 

ICEM moved 177,757 persons out of Europe in 1957, including 50,945 Hun- 
garian refugees. It is estimated that ICEM will move approximately 160,000 
persons in 1958, including 15,000 Hungarian refugees. Hungarian refugees have 
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of necessity been moved without cost to themselves. Normal migrants and other 
refugees are required to contribute according to their ability to the cost of their 
transportation. Loans to migrants for transport are made from revolving funds 
supplied jointly by ICEM and interested voluntary agencies. The payments 
of migrants to the costs of their transportation have shown a steady annual 
increase. 

The costs of some movements by ICEM are fully reimbursed by the joint 
payments of sending and receiving governments. Otherwise governments con- 
tribute to ICEM’s free funds for operations or on a per capita basis for persons 
moved by ICEM to or from their territories. The rates of these per capita 
payments by governments have increased year by year. Australia now con- 
tributes $100 per migrant from Europe, Italy $60 per emigrant moving to the 
Western Hemisphere and $70 to Australia, and the Netherlands $60 to the 
Western Hemisphere and $110 to Australia. The Latin American countries 
contribute from $40 to $96 per immigrant received. The present United States 
contribution to ICEM’s operational expenditures of $74.90 per person actually 
moved out of Europe supplies in the main the additional funds required for 
transport not covered by the contributions of other governments and the pay- 
ments of the migrants themselves. 

In the past 3 years movements under ICEM’s auspices have been increasingly 
heavy to Australia, entailing increased transport costs or the longer haul. 
Shipping costs are increased generally. Movements to Latin American countries 
have required the organization of improved and expanded reception and place- 
ment services at the ports of arrival. The number of ships available for migrants 
in the world shipping market has been constantly shrinking and ICEM has 
found it necessary to organize air transport on a corresponding scale to keep mi- 
grants moving. There is growing demand in the receiving countries for better 
balance in their total immigration intake between skilled and nonskilled mi- 
grants. In response to this demand ICEM has supplied technicians to assist 
emigration countries, such as Italy and Greece, to organize and administer lan- 
guage, orientation and vocational training courses for emigrants selected for 
overseas movement. Attention has also been given to improving procedures in 
the selection, trade testing and medical examinations of potential migrants. 
ICEM has also supplied technical assistance to the Latin American countries 
and Rhodesia in planning projects for the settlement of immigrants on the land. 
New outlets for emigration from Europe to countries in Africa are constantly 
being explored and developed. 

The present estimate of total movement out of Europe under ICEM auspices 
in calendar year 1959 is 145,100, including 10,000 Hungarian refugees resident 
temporarily in European countries. The movement of normal migrants from 
the Netherlands, Spain, Italy, and Greece is expected to increase as the numbers 
of Hungarian refugees remaining in Europe to be moved overseas are reduced. 
The largest movements will be from Italy, the Netherlands, and Spain. Australia 
is again expected to be the most important receiving country. 

The Mutual Security Appropriation Act for 1958 (Public Law 85-279) repeated 
earlier legislation by including a provision in the appropriation for ICEM to the 
effect that none of the funds appropriated could be used directly in the move- 
ment of any person to the Western Hemisphere, who has not had a security 
clearance based on reasonable standards. The Department of State has arranged 
with ICEM for the maintenance of special clearance procedures to comply with 
this provision of legislation. These procedures are constantly under review, have 
been found effective and will be maintained in 1959. 

The request for appropriation for fiscal year 1959 to cover the United States 
contribution to ICEM for the calendar year 1959 is in the amount of $12,500,000; 
$925,511 to administrative expenditure and $11,574,489 to operational expenditure 
for the movement of an estimated 145,100 persons from Europe. The contribution 
to the administrative expenditure is obligatory on members. The United States 
share, $925,511, is 29.76 percent of the estimated total of $8,109,917. Contribu- 
tions of member governments to the operational expenditure are voluntary. A 
condition imposed on the United States contribution to operations by administra- 
tive action since 1955 is that such contribution shall not exceed 45 percent of all 
Government contributions in cash to such expenditure. 
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STATEMENT CONCERNING UnitTep STaTes EscarreE PrRoGRAM, OFFICE OF REFUGEE 
AND MIGRATION AFFAIRS, BUREAU OF SECURITY AND CONSULAR AFFAIRS, 
DEPARTMENT OF STATE 


This statement, supplementing the statement on the United States escapee 
program included in the general mutual security presentation already made 
available to the committee, is provided in further support of the request for 
$8.6 million in fiscal year 1959 funds. This amount is $2,969,600 less than the 
$11,569,600 (includes $300,000 appropriated but not apportioned to the escapee 
program) made available to the escapee program for calendar year 1958. The 
$8.6 million for calendar year 1959 is comparable to $5.85 million for the regular 
program plus $5,719,600 for the Hungarian refugee program allocated from 
special assistance and prior year funds under the Mutual Security Appropria- 
tion Act of 1958. 

The United States escapee program (USEP) is a United States unilateral 
program which is concerned with a category of refugee having high priority 
in terms of United States interests—the new escapee from the Soviet orbit. 
For the past 6 years USEP has served specific United States interests by dem- 
onstrating the concern of the American people for the peoples behind the Iron 
and Bamboo Curtains through the provision of needed assistance to those who 
have fled their homeland in opposition to communism, to seek asylum in the 
free countries of the world. Now, perhaps more than ever in the light of Rus- 
sia’s growing challenge to the free world, there is need to show clearly to those 
under the Kremlin’s shadow that the United States, in meeting this challenge, 
remains steadfast in its friendship to the captive peoples. 

USEP operates primarily through contracts with the nonprofit voluntary 
agencies. USEP reimburses these agencies for actual expenses incurred under 
individually approved projects that implement escapee program policy objec- 
tives and are in keeping with the humanitarian objectives of the agencies them- 
selves. No grants-in-aid are made. All phases of the operation are closely 
supervised by the USEP field staff through the careful development of pro- 
grams and projects, the negotiation of contracts, the control of registration of 
new escapees, the review of vouchers for reimbursement, frequent field inspec- 
tions of activities underway and through systematic project evaluation and 
end-use audits. Projects, whether involving direct aid in resettlement or 
interim assistance pending resettlement, are developed with an eye to the over- 
all operational objective of establishing the escapees as useful and self-sus- 
taining citizens of the free world community—an objective pursued not only 
for readily apparent humanitarian and sound economic reasons but also to pro- 
vide dramatic demonstration of friendly concern for those who suffer or have 
suffered Communist oppression. 

Resettlement projects adjusted to the needs of the individual provide registra- 
tion, individual case counseling and assistance in securing visas. They also 
provide where appropriate vocational and language training, overseas trans- 
portation and, in resettlement areas a difficult adjustment, reception and 
placement aid. Other resettlement projects provide for the special reestablish- 
ment of difficult cases through institutional placement or local integration in 
the economies of the asylum countries. Interim assistance projects are de- 
signed to improve reception facilities, create better camp conditions, and pro- 
vide food, clothing, and medical care supplementary to that available from 
local resources. Interim assistance projects also facilitate local employment 
orientation, meet special needs to bolster morale, and insure special feeding 
for mothers and infants. 

By effecting the resettlement of escapees from the countries bordering the 
Iron Curtain in which they seek asylum, the escapee program helps to assure the 
continuation of asylum for those who may in the future seek haven. In the 
light of continuing political ferment, which might at any time bring an increased 
influx of escapees (as was evidenced during the Hungarian revolt) the role 
of the program in helping to maintain a commensurate outflow from asylum 
countries, primarily through overseas resettlement, takes on an added significance. 

Under the USEP program in Europe and the Near East, a cumulative total of 
85,321 escapees had been resettled as of March 31, 1958, primarily in the United 
States, Canada, Australia, and Latin America ; 11,864 had been locally integrated 
in Europe: and assistance had been terminated for 40,512 as no longer in need, 
or ineligible because of screening, or because of death, disappearances, or other 
reasons. In the Far East (primarily Hong Kong) the program had resettled as 
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of January 31, 1958, 18,000 refugees, chiefly in Taiwan, southeast Asian countries, 
and the United States; had provided local integration and related major assist- 
ance to an additional 10,000 and had assisted to a lesser degree 185,000 others. 

Now, as perhaps never before, is there need to continue and intensify our 
efforts in behalf of escapees. Developments in the scientific and technological 
fields, coupled with a somewhat altered cultural and political relationship 
petween the East and West, must not be permitted to diminish the hope for 
eventual freedom among the captive peoples or to convince them that the ultimate 
triumph of the Communist system is inevitable. Through continued aid to 
those who seek freedom, it is possible to maintain the consistency of our opposition 
to the Communist tyranny, assuring the oppressed millions that this cause has 
not been abandoned. 

The success of the escapee program and other free-world assistance to refugees 
continues to be reflected in the intensity of the Soviet satellite antiemigration 
campaign designed to counteract this success by discrediting, demoralizing, and 
inducing the repatriation of refugees. The special publications for refugees, 
the radio broadcasts, the individual leters and visits, and the activities of the 
Soviet Committee for Return to the Homeland and its satellite counterparts all 
relentlessly continue. A new element has been added in the effort being made 
by the Communist regime in Hungary to effect the return of the postrevolt 
escapees. Every occasion is taken to influence governments and international 
bodies such as the United Nations High Commissioner for Refugees (UNHCR), 
and the International Committee of the Red Cross to bring about the return of 
the unaccompanied youth, many of them former freedom fighters. Special 
activities have been directed toward the repatriation of outstanding individuals 
and groups, such as the former members of the Hungarian Olympic team now in 
the United States. 

During fiscal year 1958, in the interest of placing USEP assistance to new 
refugees on a more current basis, a concentrated effort was initiated to find 
satisfactory disposition for the less recent escapees; i. e., those who fled their 
homeland more than 3 years ago. This effort, involving the reestablishment of 
the great bulk of the so-called difficult-to-resettle and handicapped cases that 
constitute much of the older caseload, will be continued and intensified during 
the coming year. Under this concept, priority emphasis on overseas resettlement 
will continue including the further pursuit of efforts to develop not only 
resettlement to the United States under the provisions of Public Law 316 but 
also resettlement channels to other countries of immigration. An increasing 
number of local placements through institutional care or other permanent 
integration arrangements in asylum countries will be carried out. Substantial 
completion of the special program by January 1, 1960, should enable USEP 
henceforth to direct even greater efforts toward recent escapees so as to insure 
their reestablishment within a maximum period of 3 years from their escape date. 

It is estimated that the caseload of the program in Europe on January 1, 1959, 
will be 32,874, and that during the course of 1959 there will be 14,850 additions 
to the caseload. At the same time it is estimated that 20,200 persons will be 
resettled, 3,300 integrated locally into the economy of the asylum countries, and 
7,179 dropped as no longer needing help or as ineligible for USEP assistance. 
These expected reductions in the caseload will total 21,679, leaving a caseload 
at the end of 1959 of 17,045. 

Program costs in Europe in providing the assistance necessary to accomplish 
the ahove objectives will total $7,100,000 divided as follows: Care and mainte- 
nance, $741,000; resettlement support, $1,966,000; local integration, $1,920,000; 
overseas transportation, $2,473,000. 

The million anti-Communist refugees who fled to Hong Kong in 1948-50, and 
those who continue to flee, are considered by the Chinese Communists as a 
dangerous symbol of rejection of communist, readily apparent to Chinese every- 
where. Hence the Communists lose no opportunities to undermine the refugees’ 
morale, a task made easier by the subhuman squalor arising from this sudden 
doubling of the colony’s population. This Communist effort is concentrated par- 
ticularly upon the leadership elements among the refugees with emphasis upon 
securing their repatriation by any means possible. 

It is toward the reestablishment of these same leadership elements that the 
USEP Far East program has directed significant emphasis. Projects are carried 
out for their overseas resettlement to Formosa, the United States and other 
areas; and for the local integration of those who cannot be resettled abroad. In 
addition, the Far East refugee program lends similar aid to other selected indi- 
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viduals and groups made conspicuous by extraordinary evidence of Communist 
oppression or hardship; and provides projects such as housing, hospitals, and 
clinics, which are highly symbolic of western concern and assistance. These 
activities complement the assistance rendered to Chinese refugees by other pro- 
grams such as that of the Hong Kong authorities. 

All projects, whether for intellectuals or other selected groups, are carried out 
under criteria of selection designed to further United States interests. Aid ren- 
dered through the Far East refugee program becomes known behind the guarded 
borders of the mainland, and knowledge of such aid helps to maintain the spirit 
of resistance among the captive population as well as to reinforce the concept of 
free China as a symbol of haven and refuge for Chinese who must remain under 
the yoke of the Communist regime. Further, the concrete evidence of American 
concern for the welfare of the men, women, and children who prefer the danger 
of escape to Hong Kong and the conditions of refugee life there to existence 
under communism refutes both the Communist claims of a regenerated China and 
their propaganda that refugee aid from the United States is confined to members 
of the white race. In the Far East, the program will continue at the level re- 
quested of the Congress for 1958, namely $1,500,000. 

The $8.6 million requested for fiscal year 1959 has been programed as indicated 
below. Actual developments, however, May cause some shifting of funds be- 
tween the various categories of activities in the interest of furthering the prime 
objective which is the resolution of the problems of the maximum number of 
escapees either through resettlement or through local integration. 


I. Europe and Middle East 


(a) Care and maintenance (average caseload of 24,959 escapees at 
approximately $30 each) ; : $ , 000 

(b) Preparation and processing for resettlement (average caseload of 
24,959 escapees at approximately $79 each) _______- sewn 1, 966, OOF 

(c) Local ation in countries of asylum (3,300 escapees at ap- 
proximately $600 each) - ae , 920, 000 

Transportation to overseas countries ( (20,200 « escapees at approxi- 
mately $122 each) : . 473. 000 


Total, Europe and Middle East 7 , 000 


IT. Far East 


Preparation and processing for resettlement (12,100 escapees at 


Local integration in Hong Kong (15,845 escapees at. approximately 
$42 each)... ee 2 a 665. 500 
Transportation and. overseas res ettle ment 1.700 | escapees at ap- 


proximately $135 each) es : ies 2°99, 500 


approx imate S50 each)_ $605, 000 


EOOR. Far meee ee oN . t aes 500. 000 
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Unirep Srates EscarEE PRoGRAM 


Status of funds 
REGULAR PROGRAM 


{In thousands of dollars} 


Fiscal year Appro- Obliga- — Unliqui- 
priated tions tures dated 


EE | — } 
23, 800 | 21, 121 

6, 000 | 5, 987 | 
1 5, 850 | 5, 550 1, 240 | 4, 310 


1 35, 650 | 32, 658 28, 071 | 4, 587 
| | | 


1 Includes $350,000 made available from special assistance appropriation for supplementary assistance 
for Yugoslav-escapees and includes $300,000 of the $5,500,000 appropriation not apportioned to the Depart- 
ment of State. The total available for operations of the program was therefore $5,550,000. 


HUNGARIAN PROGRAM 


Fiscal year Available Obligations | Expenditures) Unliquidated 


Prior years 


1957 : poein a ate a ~ & 178 ae 5, 179 
1958 (through June : pbeiemued { 5, 719 


10, 898 


Program requirements in relation to availability 
[In thousands of dollars] 


Unliquidated balance available for 1958 program (regular USEP and 
Hungarian ) didn Seat eee 
Less estimated expenditures July-December 195 


4 


Balance unexpended on December 31, 1958_ 


Less bills due for services rendered in 1958 but not paid on Janus 


STATEMENT OF RoLiIn S. AtTwoop, ReGIonArL Drrector, Orrick of LATIN AMERI- 
CAN OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Chairman, members of the committee, I am very happy to appear before 
you in support of the nonmilitary bilateral mutual security program for Latin 
America. 

The program for Latin America which is being presented to the Congress is a 
carefully studied coordinated joint program. We are asking for the funds 
which we feel sure can be effectively used in support of United States foreign- 
policy objectives in the Latin American area. The substantive character of the 
program has been discussed with our partners in this hemisphere and they 
have indicated what they are able to contribute to this joint program. I am 
glad to say that, as it should be, their contribution in cash and services is 
about double what we are proposing as the United States contribution. 

For the coming fiscal year for bilateral technical cooperation we are re- 
questing $35 million which constitutes the cost of contributions which it is 
proposed that the United States make to a joint program with 25 countries 
totaling over $90 million; $13.44 million will be needed to pay the salaries, 
allowances, home leaves, family transportation, ete., of approximately 900 
United States technicians directly hired; $6.72 million will be needed to provide 
training programs in the United States, including Puerto Rico, for 2,070 tech- 
nicians associated with the programs in the 25 countries; $6.96 million will be 
required to cover United States contributions to the joint funds which will 
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total $44 million used to carry out demonstration projects; $3.40 million for 
contract services; $0.73 million for demonstration supplies and equipment; 
$3.75 million for technical-support costs. 

Broken down by field of activity the $35 million is programed for use in the 
following amounts in the respective fields. 





Agriculture and natural resources____------------ a a oar aca tee ans ca $11. 45 
I ie oh petri ae ios 5. 74 
Education, primarily vocational and rural__________-_-----_----------- 5.56 
Transportation, communications, and marketing____------- eciethcclcaadeciaie 2.18 
I ale cae nice cas ee nis meas oe Coa aa 4. 05 
aU i a aise cas Gaius ences annem coe eee 2.19 
Community development, housing and welfare________-_--_~- bai 0. 44 
Miscellaneous_________- isa sdiso ieanabbaiascineo dapat AIRE esac stead slag di SD as 3. 39 


We are also requesting $23 million of special-assistance funds to cover 
emergency situations which cannot be met through use of ordinary financial 
means. These funds will be used primarily in Bolivia and Haiti, and for assist- 
ance to existing military units in selected countries by providing civilian-type 
engineering construction equipment and training. 

Last year our request to the Congress for special-assistance funds was $30 
million but due to emergency situations which developed during the last fiscal 
vear the total amount which was required was $44,700,000. T would be less than 
frank if I did not indicate that it is entirely possible that additional special- 
assistance funds, above those requested in this presentation, may become neces- 
sary during fiscal vear 1959. As the members of this committee are aware, 
the economic position of several of the other American Republics has de- 
cidedly worsened since the request for fiscal year 1959 funds was prenared. 
This will mean that it may be necessary to call upon contingency funds during 
the coming year if other means fail. We sincerely hope that the resources 
available and loans made by the Development Loan Fund will help to strengthen 
and bring about a better balance in the economic-development programs of the 
several countries, but the extent to which such help will be effective fast enough 
is difficult to determine. 

The vital long-term interests of the United States lie in strong, self-reliant 
neighbors in this hemisphere. These neighbors are now facing serious economic 
and nolitical problems. The Russian challenge which has become so apparent 
in this region during the recent past cannot be ignored and must be evaluated 
with continuing diligence. Economic and technical aid from Russia is flexible 
and can be pinpointed. It has strings attached but they are not pulled tight 
until the propaganda value of the economic or technical aid offer has been 
achieved. Russia can buy or barter for commodities which are in surplus in 
Latin America such as coffee, copper, lead, and zine and can then turn around 
and dump these products in the free-world markets. 

Our program in Latin America was not started to thwart any Russian offen- 
sive. We are not now trying to “match” Russian offers. The Latin American 
program was started and continues as a joint effort of free peoples to help each 
other reach the goal of having stronger, more self-reliant, more productive, 
hapnier, and healthier peonle. At the same time we will be strengthening the 
principles of freedom, independence, dignity of the individual, private initiative 
and enterprise, and responsible, democratic forms of government. The joint 
and cooperative nature of the program and the common ideals that motivate it 
constitute the strongest resistance to the Russian trade and economic-aid offers 
now being made to Latin America and to the unmasked attempts to discredit 
and debase the principles of deceney and faith upon which the countries of this 
hemisphere are founded. 

Our program in Latin America is a strong program. It is sincerely annpre- 
ciated by the governments and by the people. It would be diffienlt to convince 
the governments of Latin America to risk their bilateral programs with the 
Tnited States in return for promises from Russia. However, if concrete results 
consequent to the joint program are not convincing, or do not produce the 
balanced economic and social development demanded by the people, the situ- 
ation in this hemisphere might change radically. 
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THE PRESENT SITUATION AND THE PROGRAM WE FEEL IS ESSENTIAL TO ACHIEVE OUR 
MUTUAL SECURITY OBJECTIVES 


Latin America as a region has been witnessing an extremely rapid economic 
and social revolution. There are, of course, sharp differences in the scope and 
rate country by country. The overriding fact, however, is that economic devel- 
opment is taking place at a rate far beyond the capacity of a majority of the 
people to understand. As it touches the lives of more and more people, as it is 
bound to do, the reactions are personal and perfectly human. They resent the 
things they don’t understand. 

Economic and industrial development must be accompanied by an understand- 
ing of the technical components but of even greater importance there must be 
developed an intelligent understanding and sympathetic appreciation of the 
human consequences of economic development. People must be able to adjust 
to the changing environment. They must be able to take part in the process 
that is going on around them. They must realize that they can achieve their 
most cherished objectives of a better life without losing freedom, independence, 
or dignity of the individual. They must come to appreciate, through results 
not promises, that personal initiative combined with technical skills and hard 
work will bring better homes, better farms and industries, better education, 
better health for them and for their children. They must discover that they 
can do it themselves if the determination and the right tools are available. 
Otherwise, frustration and resentment will increase. 

For the people of a country to have a feeling of achievement with regard to 
economic and social development the country must have a balanced program. 
If not, only one group—one segment—or one region will benefit often at the 
expense of another. I need only mention that each country is distinct and 
must be considered as such. 

The growing pains associated with rapid industrialization have served to 
intensify the need on the part of most Latin American governments to expand 
their activities to satisfy the extremely vocal popular demand. The cries of 
the people have been for more housing. more schools, potable water supply, and 
more roads. All too often, however, local budgetary funds have been used to 
provide financing for large industrial and mining projects or for expensive mili- 
tary equipment often associated with large foreign-exchange loans. Many of 
the projects might better have been left to private enterprise, both local and 
foreign. There has been and will continue to be for some years a serious 
shortage of capital available on a long- and medium-term loan basis to finance 
aspects of the economie and social development which have been seriously 
neglected. These aspects include (1) the local construction-cost component of 
development projects, (2) the local construction costs of farm-to-market or 
feeder roads, (3) municipal water supply and sanitary installation, (4) the 
scientific and technical training in schools and colleges, and (5) the constructing 
and equipping of hospitals and health centers. Advancement in these fields 
is essential if balanced economic and social development is to take place. Failure 
to make the necessary advance will not only postpone the development of a climate 
favorable to sound private investment but will also help to create a feeling of 
frustration among large segments of the population whose hopes and aspirations 
are not being fulfilled by the more spectacular forms of economic development 
such as steel mills, oil wells, mines, and factories. 

On the basis of our experience, including the use of the Smathers’ amendment 
funds appropriated last year, I think we must consider, as a supplement to 
technical cooperation, long-term loans to finance development in the neglected 
fields of economic and social development. The effective results of the total 
program could be multiplied manyfold. I think it is safe to assume that over 
the next 10 years private investment will continue to increase and that increased 
funds will be available for the type of econemic development financed by the 
Export-Import Bank, the International Bank for Reconstruction and Develop- 
ment, and the International Finance Corporation. 

These normal and historic means of assisting the economic and social develop- 
ment of the countries of Latin America must be augmented by new means. 
The Congress provided for this when the Development Loan Fund was set up. 
It is designed for projects where either the political or economic risks are too 
great for private enterprise (domestic or foreign) to assume, or where funds 
are not available from existing public lending institutions. Its use can be of 
paramount importance in helping the countries to achieve balanced economic 
and social development. I want to emphasize strongly that a far better balance 
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than exists today must be achieved if frustration and consequent breakdown is 
to be prevented which could put victory within the Communist grasp. 


SPECIAL ASSISTANCE 


For fiscal year 1959 we are limiting our request for special assistance to $23 
million primarily for Bolivia and Haiti. 
Bolivia 

During the last year the Bolivian Government has exhibited determination 
to go through with its basic economic reforms in sr’te of periodic attacks both 
from the oppositions inside and outside the country. It is also determined to 
earry out the reform program within the concepts of a free economy and without 
the use of force. To a really remarkable degree they have succeeded. They 
entered the second year of stabilization with a relatively stable currency, a 
reduced budget, prices below a year ago, a marked increase in food production, 
and beginning of a sizable investment by private enterprise in the field of 
petroleum production that may eventually offset the decline in income from tin 
production caused by both external and internal problems. A _ well-planned 
joint program for fiscal year 1959 to solve the unemployment problems conse- 
quent to closing submarginal mines and industries is being projected through 
road improvement and maintenance and agricultural resettlement. Credits are 
being made available for privately owned mines and industries to increase pro- 
duction. World surplus conditions, however, may blast their hopes in the 
field of mining. Therefore, the degree to which new foreign private investment, 
mainly in petroleum, can produce returns quickly enough to counteract the 
prospective decline in income from tin and other metals will bear heavily on 
Bolivia’s immediate economic outlook. Approximately three-fourths of the 
assistance will be in the program described above and one-fourth reserved for 
emergency import needs. 


Haiti 


The program of special assistance in Haiti, as well as the technical cooperation 
program, has been at a reduced operating level during the last year due to 
administrative disruptions in the Haitian Government and its inability to meet 
fully its financial obligations to the program. No opportunity has exsted untl 
very recently for the development of an effective joint program during the past 
year. The Haitian Government is now making a firm determination of the scope 
or character of its own economic and social program and the aspects of the 
long-term program where United States cooperation is desired. 

It is considered to be in the United States interest to develop an effective 
program with Haiti both in the field of technical cooperation and special assist- 
ance just as soon as possible. An emergency program to complete certain high- 
priority projects has been approved and is being implemented. A longer term 
program will also have to be considered at an appropriate time. The long-term 
program will include assistance to access roads, vocational education, rural 
health, water supply, and long-term agricultural credit. 


Guatemala 


The fiscal year 1958 program in Guatemala had to await a determination on 
the part of the new government as to what program or programs it intended 
to carry out. Support for the program has been forthcoming and revisions have 
been mutually determined upon. It is our opinion that the fiscal year 1958 funds 
which have been recently obligated and the funds from the previous year whose 
expenditure has been delayed, should be sufficient to cover the need for United 
States contributions during fiscal year 1959. 


APPENDIX I. BACKGROUND MATERIAL ON LATIN AMERICA PROGRAM 


HOW A 





COUNTRY PROGRAM IS DEVELOPED 


In the preparation of the technical-cooperation and special-assistance programs 
to be financed with the funds requested, we have consulted fully with the respec- 
tive countries and with the appropriate departments and agencies of the United 
States Government. It is a program which we feel can and should be implemented 
during fiscal year 1959 in the furtherance of United States policy objectives 
in this hemisphere. 
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Careful consideration has been given to other programs, existing and proposed, 
in the respective countries, which will receive financial and other support either 
Jocally or from sources including the United Nations and its specialized agencies, 
the Organization of American States and its specialized agencies, the Interna- 
tional Bank for Reconstruction and Development, and the International Finance 
Corporation, the Export-Import Bank, the Development Loan Fund, and from the 
various sources of private financing and privately financed technical cooperation. 
I feel satisfied that no harmful or adverse duplication exists. 

In this connection, I should like to describe briefly how a typical program is 
developed and how it operates. The following applies after a country has indi- 
cated that it desires United States cooperation in helping to carry out a program 
to solve its economic and social problems. The ICA staff in the country con- 
cerned must, first of all, evaluate on a continuing basis all aspects of the economic 
and social development of that country. Special attention is given to the trends 
which can be recognized in the economic development and the extent to which the 
economic development is balanced or out of balance. This is done day by day 
and week by week and involves daily and weekly staff meetings which include 
ICA personnel, economic and political officers of the Embassy, and specialized 
attachés such as Treasury, Agriculture, Minerals, Labor, ete. It also involves 
close working relations with representatives of international agencies such as 
the International Bank, the International Monetary Fund, and the specialized 
agencies of the United Nations. It also includes discussions with business and 
labor leaders and officials of host government departments and agencies. A 
running account is kept of the strengths and weaknesses in the economic balance 
sheet of the country. Emerging problems, both long-term and short-term, are 
discussed frankly and fully with responsible officials of the host governments. 
As the plan and programs of the host government are developed to cope with their 
national problems, the character and scope of the external assistance required 
to solve these problems are fully considered. The part which will presumably 
be played by private enterprise and the external financing by private and public 
banks or institutions are all carefully evaluated. Following this a mutual 
decision is reached as to the most effective type of United States Government 
cooperation required. The national interests and policy objectives of both coun- 
tries must be accommodated before a joint program is approved. It is perfectly 
obvious that this type of economic and technical cooperation requires a maximum 
degree of flexibility and the ability to make long-term commitments. 


HOW IS A COUNTRY PROGRAM IMPLEMENTED ? 


On the basis of the discussions, review, and evaluation of the host country’s 
project proposals, and additional screening by ICA officers in Washington, a deci- 
sion is made to implement projects. New projects are worked into the existing 
pattern of operations to provide the maximum economic benefits based on mutu- 
ally agreed-upon objectives. 

The present program in Peru has been selected as an example to illustrate how 
a group of projects is brought together to implement a country program. 

Chart III, At the extreme left side of chart III you will note a pie graph which 
indicates the size of the joint program and the extent to which both countries will 
participate in the financing. In this program the United States is contributing 
$2.7 million while the Government of Peru is contributing $7.8 million, 25.7 and 
74.3 percent, respectively. In the column to the right are shown the areas in 
which the joint program will operate and the breakdown to show joint financing 
of each country. The next column indicates the major projects which are to be 
carried on within each field of activity. Special-project agreements are signed 
in connection with each of these operations which indicate the contributions to 
be made by both Governments, the length of time that the project is expected to 
be carried on, and the manner in which the activity will be carried on when 
United States assistance is no longer necessary. The two columns to the right 
indicate in considerable detail the specific activities which are being carried on 
or have been completed under certain selected projects. 


HOST COUNTRY EVALUATION 


A few further comments concerning the program in Peru would seem to be 
appropriate since they deal with that country’s reaction to the important seg- 
ments of that program. 

As explained to this committee, we undertake an annual review with host 
country representatives, at which time a thorough evaluation of the present 
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program takes place in addition to the formulation of plans for the coming 
year. When the time came to assess the value of the servicios, various aspects 
were discussed at some length, and I believe the comments of the various 
ministers concerned will be of interest to you. 

It was pointed out to the Peruvians that the United States regards the proj- 
ects within a servicio as temporary and that they will be continued only for 
the period during which it is needed to assure the efficient projection and 
administration of technical cooperation by the respective ministries. The 
ministries (Labor, Health, Education, and Agriculture) were unanimous in 
stating that the servicios’ functions are considered by them as executive tech- 
nical agencies and that they fulfill a permanent need through their activities, 
They agreed that the servicios would be continued as an operating mechanism 
even though the United States were to discontinue its participation in the 
individual projects. 

All the ministries were in agreement in stating that continued United States 
participation was highly desirable until such time as the Peruvian technical 
competenec reached a level which would make a complete takeover possible. 
That the servicios are, in fact, contributing to the improvement of technical 
competence is shown by the fact that not only are many of the “graduates” 
now holding responsible positions in the various ministries but also termina- 
tion dates are already envisaged for some of the servicios, e. g., labor 
employment. 

With further reference to the training function of the servicios, all ministries 
were agreed that they performed a valuable service both in “in training” and 
in demonstration. 

To those who might be apprehensive lest the servicios be considered as 
being outside their respective ministries, it is noteworthy to find that all min- 
istries considered them to be a vital and significant part of their organization. 

Finally, all ministries were emphatic in stating that without the servicio 
concept, the technical cooperation program in Peru would not have been 
advanced as far as it is today. 

I submit, gentlemen, that a host country evaluation of this kind is highly 
significant. 

ACCOMPLISHMENTS 


The projects described briefly in chart III give only short statements on 
the activities being carried out in this part of the ICA program there. The 
importance of these projects can best be indicated by a more detailed descrip- 
tion of how these activities influence broad groups within the country. The 
following descriptions of specific projects in Peru and in other Latin American 
countries will show how these projects influence the lives and thinking of 
significant numbers of people in all walks of life. 


National employment service of Peru 


In most underdeveloped countries, ministries are considered as agencies 
existing only for the enforcement of national laws and regulations rather than 
as institutions serving the people. This is especially true of ministries of labor 
which have traditionally carried out limited enforcement functions of labor 
laws and umpiring of labor disputes. In this role the labor ministries have 
endeared themselves to neither industry nor labor and as a consequence have 
suffered from limited public support. 

In the last 2 years in Peru, this narrow approach to Labor Ministry functions 
has given way to the broader servicing concept upon which the executive depart- 
ments of the United States Government are based. We believe that this change 
in attitude can be attributed in large measure to the operations of the joint 
Peruvian-United States Public Employment Service. This Service, formed in 
1953. put the Ministry of Labor in the business of matching people to jobs and jobs 
to people, thus providing it its first service function. The Employment Service 
has come to occupy a place of respect and appreciation in both industry and labor. 
It has increased its budget from the equivalent of $35,000 in 1953 to $95,000 in 
1958. It is placing 2,000 job applicants per year as compared with 172 when it 
started. It will soon expand its operations beyond the Lima metropolitan area. 
More significantly, however, in performing its own functions, it has revealed a 
large area of servicing activities to the Ministry which no one in the Government 
was previously performing. It has initiated the gathering and evaluating of man- 
power data, it has been put in charge of coordinating labor statistics, and it 
sparked studies which will lead to the development of a national cost of living 
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index. With these new activities the Ministry of Labor is changing its character. 
It is performing valuable services not only for labor, industry and the public at 
large, but also for other Government agencies as well. Consequently, it has 
grown in stature in the eyes of those it is serving. 





Teacher education in Peru 


Tangible results in this type of project are sometimes harder to demonstrate 
because they are concerned with the continuing application of fundamental con- 
cepts which do not necessarily manifest themselves in concrete accomplishments 
which can be examined and described. However, we have a number of examples 
which illustrate that this and similar projects can and do bear fruit. 

In Peru, about 25 miles from Lima, you will find the Chosica Normal School, 
a completely modern educational plant, which did not exist 8 years ago. This 
school was built by the Government after one of its Ministers of Education took 
an extended tour around the Uniied States under the auspices of the Institute 
of Inter-American Affairs. The Education Servicio has participated with the 
Ministry of Education since the time the plans for this school were on the drawing 
poard. United States experts helped Peruvian educators develop not only build- 
ing plans, location, and equipment needs, but participated in drawing up courses 
of study and curriculums, planning the number of students and teachers the 
school would have, setting standards for teachers, establishing salary scales and 
all the thousand and one other details required in establishing a new school. 

The school has been operating since 1955. It is the only institution of higher 
learning in Peru, and one of the few in Latin America, that has full-time teachers. 
Its curriculum and courses of study are based on United States models adapted 
to Peruvian needs. It is turning out teachers for the whole country. It is also 
serving as a training institution for teachers from other Latin American coun- 
tries. 

Smaller in scope has been the vocational school started in 1951 by the United 
States in the Dominican Republic. With the exception of one remaining techni- 
cian who will depart next September, this school is now completely operated and 
financed by the Dominican Republic and is producing upward of 50 graduates per 
year with such industrial skills as electricians, plumbers, etc. The United States 
has contributed approximately $150,000 whereas the Dominican Republic’s con- 
tribution has been more than twice this amount. 


Health units in Peru 


Health units in Peru, which consist of hospitals, health centers, medical posts, 
and health posts varying in size and composition depending upon the area of 
operation, have been established by the Health Servicio and have later been trans- 
ferred from the Servico to the Ministry for operation. The Department of Loreto 
Health Unit is a good illustration. 

This project was one of the first technical cooperation projects in the hemi- 
sphere. It was established during World War II to provide basic health facili- 
ties for American personnel, both military and civilian, and local rubber workers 
who were in the jungle area near Iquitos. The project was continued and ex- 
panded after the war to provide health services to the scattered jungle towns 
in the Department. The services developed through this project have served as 
the basis for an integrated health program now completely operated by the 
Peruvian Government. Approximately 15 oil companies are carrying on explo- 
ration work in the Department at the present time relying on the health services 
provided by the health centers, hospitals, and medical posts first established by 
the Health Servicio. The whole area is experiencing a tremendous increase in 
economic activity due in large measure to the improved health conditions; and 
people are no longer afraid to bring their families and establish homes in the 
jungle. 


Irrigation, engineering, and land development in the central Peruvian highlands 


In the next month or so, the Rural Development Servicio will finish a road on 
the west bank of the Montaro River. This project will link approximately 15 
villages with 2 larger towns in the valley and provide this rich agricultural area 
with marketing outlets for the first time. This project is part of a larger demon- 
stration of coordinated rural development which includes agricultural credit, 
extension, vocational education, water supply, and basic hygiene. All the coop- 
erative servicios and the respective ministries are participating in this demon- 
stration. The completion of the road is significant not only because of the 
increased production it will stimulate, but because the area development plan as 
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a whole is having an even more profound effect on the people of the area and 
the ministries who are participating in it. 

Approximately 400,000 people are being reached in one form or another by 
the activities being carried out in the area. An agricultural school is being 
expanded. Forty-seven 4-H Clubs have been established with a total of 682 
members working on 915 projects; agricultural loans were made to over 1,500 
people during 1957; film showings have been attended by almost 36,000 people, 
classes are being given on community betterment, hygiene, agriculture, animal 
eare, cooking, food conservation, sewing, and carpentry. 

The Government of Peru is beginning to apply some of the experience gained 
in the Montaro Valley to other areas of the country. The southern Peru regional 
development plan in which the United States is participating is profiting from the 
lessons learned in coordinated planning and operations. 


Rural development in Guatemala 


Turning to one of the more troublesome areas in Central America, I am sure 
you remember the state of affairs in Guatemala when the Communist regime 
was overthrown in 1954. At that time the incoming, pro-United States govern- 
ment faced a host of difficult problems, one of which was what to do with the 
poverty-stricken landless peasants, who had been easily persuaded to back the 
previous Communist regime. Working with the new Guatemalan Government, 
the ICA developed in 1955 a rural development program with its purpose of 
eolonizing, on vacant, Government-owned lands, subsistence farmers from 
crowded and congested urban areas. As of January of this year approximately 
3,000 farm families have been resettled under this program on larger farms, 
provided agricultural credit, and assisted generally in employing new farming 
techniques. In addition, more than 10,000 other landless families have been 
awarded smaller tracts of land by the Guatemalan Government sufficient to 
provide subsistence income. One of the immediate results of this resettlement 
program was the reduction in the chronic shortage of corn in Guatemala. Obvi- 
ously, too, the improvement in the living conditions of some 12,000 families has 
materially improved the political stability of the country. Self-respecting farm- 
ers who own their land, produce and sell their own crops, make payments on their 
loans, buy their own trucks and farm equipment, have replaced the sharecropper 
or peon laborer who owned nothing and had no hope of being independent. 





Area development in Chile 


In Chile concrete results in an area development plan have already been 
achieved in terms of an increase in production and therefore income by the 
local farmers. 

During 1952 and 19538, seven D-4 and D-7 caterpillar tractors were purchased 
for the Plan Chillan. During the last 3 years these machines have been used 
in 6 provinces demonstrating soil and water conservation practices. 


The opera- 
tion, maintenance, amortization, 


fuel, grease, oil, and operators’ wage costs 
were charged on an hourly basis to the farmowner benefiting. ‘The technical 
aid was provided gratis by the agriculture servicio with both United States 
and Chilean technicians. This work has resulted in the training of 20 Chilean 
agricultural engineers in the fieldwork and planning of soil and water con- 
servation. These men now are part of the newly created (1954) Department 
of Conservation and Agricultural Resources within the Chilean Ministry of 
Agriculture. As a direct result of these demonstrations, and acceptance by 
the landowners, 200 American crawler-type tractors for a value of at least $5 
million have been purchased by the Chilean Development Corporation with 
Export-Import Bank financing. In order to get as much work done as possible 
on the farms, the following arrangement has been worked out with three or- 
ganizations collaborating: Chilean engineers and agronomists do the requireé 
surveying and planning. The Development Corporation provides the machinery 
to do the earth-moving. The Banco del Estado (National Bank) provides the 
credit to the farmers with which to pay for the work to be done. Looking 
only at farm ponds and catch-basins, one finds that 49 of these have been con- 
structed. These have provided water for 8,000 hectares (20,000 acres) of 
hitherto unirrigated land. The value to Chile of increased production from 
this land has been estimated at $5 million by United States agriculture econo- 
mists. 


Housing: A nonservicio project in Peru 


Most of our servicio activities are operating projects through which we carry 
out demonstrations of varying size and duration. We are also engaged in ad- 
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visory projects by which we furnish one or more technicians for specified 
periods of time to advise a Ministry agency or commission on specific problems. 
Most nonservicio projects are of this type. 

One such project which I would like to mention is our consultation with the 
National Housing Commission of Peru. Shortly after the new President ot 
Peru was inaugurated in July 1956, he appointed a housing commission to 
study the Peruvian housing problems and recommend basic legislation which 
would alleviate the housing shortage. The Chairman of the Commission, a 
good friend of the United States and an ardent disciple of private enterprise, 
came to us and asked for 3 or 4 of the outstanding housing specialists in the 
United States to visit Lima and to work with his commission for 2 months in 
helping them draft a report and basic legislation. We sent our Latin American 
housing specialists, a president of one of the largest savings and loan associa- 
tions in the United States, the Deputy Commissioner of the Federal Housing 
Administration, the technical director of an independent home builders asso- 
ciation and the director of a large municipal urban renewal project. These 
men spent the month of December 1956 in Peru working round-the-clock with 
the Peruvian Commission. When they left, basic legislation for the establish- 
ment of savings and loan associations in Peru had been drafted. Within a 
month after their return to the United States this draft bill became law. In 
April 1957, two of the members of this team returned to Peru to work for 6 
weeks with the Peruvian Commission on the next phase of the Commission 
report and additional basic legislation. 

The results of the consultation of 5 specialists for 1 month in 1956, and 2 
specialists for 6 weeks in 1957 has significance out of all proportion to the effort 
or the funds expended on this project. We have been instrumental in putting 
one of the largest and fastest growing countries in Latin American on the road 
to an expanded private housing industry which has the opportunity to make 
Peru, like the United States, a nation of homeowners. It also can serve as an 
example to a number of Latin American countries which are trying to solve 
their housing problems exclusively by investing limited government resources 
in public housing. 

This project cost the United States Government less than $40,000. The Peru- 


vian Government has expressed its appreciation for our participation by giving 
an official citation to the specialists who rendered their services on the project. 


Special services to Peruvian farmers 

In almost every instance where new techniques are being demonstrated, new 
implements, new services, and new products are introduced as part of the demon- 
stration. Since these implements, services, and products are new to the country 
where they are introduced, there exist no established channels, private or public, 
which can assure the continued supply of them during the critical period when 
they are being tried tentatively by the local populace. 

These considerations led to the establishment in Peru in 1945 of a special 
services to farmers project which procured, mostly by importation from the 
United States, farm machinery and accessories, fungicides, insecticides, seeds, 
and fertilizers for resale to farmers. The project was terminated in 1952, 
because by then sufficient commercial suppliers were satisfying the demands of 
the farmers for those commodities originally introduced and supplied through 
this project. 

In a number of Latin American countries the results of this and similar 
projects have been truly heartening. 

In 1946 the use of agricultural chemicals in Peru was confined to the appli- 
eation of calcium arsenate to the cotton crop. SCIPA undertook a campaign 
demonstrating the use of insecticides, fungicides, and weedkillers, and showing 
the farmer the economic advantage of using such materials. The result has 
been remarkable. Agricultural chemicals are now used on all crops. Produc- 
tion has been increased considerably. Farmers’ incomes have been increased. 
Four companies, one of them a cooperative and two United States owned, are 
manufacturing agricultural chemicals in Peru. The success and experience of 
one United States firm with a plant in Peru led directly to the construction of 
a similar plant in Colombia, the first in that country; one of the Peruvian plant 
engineers now operates the Colombian plant. 


Control of Sigatoka: A special agricultural service in Ecuador 


In Ecuador the joint United States-Ecuador agriculture servicio carried out a 
project in cooperation with the local banana growers association which started 
in January 1956 and was terminated in August 1957. 








382 MUTUAL SECURITY APPROPRIATIONS, 1959 


The objective of the program was to develop economical means for the control 
of a banana disease which would be adaptable and flexible enough to use under 
the wide range of operating conditions found in Ecuador. The program included 
development and testing of low-volume spray application equipment, testing of 
chemical materials and application methods, including the use of portable equip- 
ment, powerdrawn equipment, and the helicopter. 

Excellent control of the disease was obtained using motorized knapsack mist 
blowers, power-drawn mist blowers, and the helicopter. The helicopter and the 
knapsack machine have found greatest favor among the banana producers. 

There are 3 spray companies with 6 Bell and 3 Hiller helicopters now in 

Ncuador. Eight of these helicopters are now working under annual contracts. 
The total acreage under contract, type of spray equipment, and value of con- 
tracts, is as follows: 














Acreage under | Dollar 
Type of equipment annual contract 
contract value 
—— — — —— | ———_ 2 —— 
NN I Ik calle catia erasing ir aba iahasin mpeeeeln oie emegeiotoa 43, 225 $879, 715 
Airplane (6)_--....----- ah bd ebb aadennngt echtallanite mp uberint maitiire ou or sa | 165, 360 
Portable knapsack mac hine_ ie dale eee enka ehesebthens be tthe taskeb ete | 27,7 564, 768 768 
[a ———Ee 
RININAd ots 2 ces aaractnnnin peda cin barn coretbanmenadinets stint nemarty attains tate 79, 100 | 1, 609, 843 843 








Nore.—Figures from National Banana Growers Association. 


In 1945, only 1,280 acres were under research applications, and an equal area 
under commercial application. Pure spray oil alone has been the most econom- 
ical and yet effective of all the spray materials. The introduction of spray oil 
alone has been revolutionary in the banana industry. 

The knapsack machine developed by SCIA is now in commercial production 
in large numbers. Five other equipment manufacturers are now producing 
variations of the SCIA machine. 

Manufacturers producing the SCIA modified portable mist blower sold 547 
machines during the year. This represents an annual business of $104,000. 

As a result of the success of the research control project, a number of hell- 
copters and knapsack mist blowers are now in operation in other banana-pro- 
ducing areas of the world. Ecuador now leads the world in volume of spray 
oil applied and number of helicopters in operation against Sigatoka disease of 
bananas. 

United States direct cost, at mission level, to develop this million and three- 
quarter dollar annual commercial operation, train technicians, and phaseout 
of this program was as follows: 


Grant funds 


United States technicians (3 aaa meh. ee i se 2 _ 70,650 
Training cost (Ecuadoran trainees outside of country) .___._________-_ 6, 000 
PENI ance aisle 3 seats ah nee ca ec va age ocr st oss 151, 650 


Creation of anew commercial crop in Cuba 


Turning to a somewhat more unusual type of technical assistance and one 
which could be of singular importance to the United States in time of war, has 
been the development, in cooperation with the Cuban Government, of kenaf. 

Kenaf is a plant the fibers of which, if produced at a sufficiently low price, 
could compete successfully with several imported fibers, particularly jute. United 
States technicians working with Cuban Government technicians have now devel- 
oped improved kenaf strains. In addition, a United States technician has 
produced a machine which will harvest and decorticate the fiber in one simple 
operation. The significance of a cheap substitute for jute near at home, particu- 
larly in periods of international strife, is obvious. Moreover, a new industry 
may develop in Cuba which could add to the growing industrial base of that 
country’s economy. 
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Appenpix II. BACKGROUND MATERIAL ON LATIN AMERICA PROGRAM 


PROJECTS FOR WHICH HOST GOVERN MENT HAS ASSUMED RESPONSIBILITY 





































A growing number of projects which were begun with mutual-security assist- 
ance are now being carried out solely by the host governments or by private 
enterprise. These are projects in which the United States Government is no 
longer actively participating. They represent a few of the projects in which 
our objectives have been met and which illustrate the scope of the entire program. 

During the 16-year history of the Institute of Inter-American Affairs, projects 
have been conducted in a wide variety of activities although the concentration 
has been in the fields of agriculture, health, and sanitation, and education. 
Changing methods of administration during this period have shifted the emphasis 
of the program concentration in fields of activities and have also changed the 
project concept so that it is not now possible to give a precise figure on how many 
projects have been completed and turned over to the host governments for their 
operation. It must also be recognized that changing administrations in 20 repub- 
lics and 4 dependent overseas territories must lead to difference in attitudes and 
objectives on the part of these governments. The basis upon which projects are 
initiated is a project request on the part of the host government. While we 
recognize that governments in Latin America change, sometimes with amaz- 
ing and disrupting rapidity, too often we tend to identify the term “host govern- 
ment” as an unchanging element as far as its desires for economic development 
are concerned. But this, too, is a dynamic factor influencing not only the ini- 
tiation of projects but also their continuation and termination. 

A simple listing or enumeration of the projects originally initiated by the 
technical cooperation program which have subsequently been turned over to the 
host governments would not serve to emphasize as dramatically the role which 
these projects play in the general economic development of Latin America as 
would a number of examples described in somewhat more detail. For this rea- 
son, a number of projects have been selected for description which will show the 
variety of activities encompassed by the program and which demonstrate the 
contribution that these have made to economic development. 

Illustrative examples of projects which have been turned over to the host 
governments recently and which are still being carried on without additional 
United States support are listed below : 

Bolivia 

In early 1955 the cooperative agriculture servicio initiated a project for the 
purpose of demonstrating the advantages of mechanized farming techniques, 
training Bolivian operators, repairmen, and farmers in the use of modern farm 
equipment. A machinery pool, organized in the fertile Cochabamba Valley, had 
successfully demonstrated the advantages of the use of agricultural machinery. 
Prior to the initiation of the stabilization program, there were no established 
machinery dealers or Operators in the area. In July 1957 a lease-purchase 
arrangement was negotiated with a former employee transferring to him a num- 
ber of tractors with accessory farm implements. Some technical assistance 
was provided this entrepreneur after the transfer. The volume of work com- 
pleted and the satisfactory organization and operation of this new private enter- 
prise has proved the success of the training this man has received. In Decem- 
ber 1957 two more lease-purchase agreements were made. The success of these 
transfers is especially significant as no other sizable machinery operations on a 
custom-hire basis have been in existence in the Cochabamba Valley. 

























Brazil 

In May of 1956 a project was initiated to strengthen the Brazilian Institute 
of Municipal Administration (the IBAM) to promote more efficient administra- 
tion through demonstration, training, technical assistance, and the dissemina- 
tion of information on improved administration techniques. The IBAM, with 
the participation of a leading weekly magazine, O Cruzeiro, launched an annual 
“contest of municipalities” to discover the cities which during the year had made 
the most progress in improving their administration. This contest was similar 
to the one sponsored by Look magazine in the United States. The winners were 
given diplomas by the President of the Republic. IBAM personnel were given 
training grants in municipal administration in the United States and IBAM 
was authorized to sponsor personnel of other cities for similar training. Since 
the completion of the project agreement in May of 1957, IBAM has continued to 
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increase its membership, has bought its own headquarters building, sponsored 
a third successful “contest of municipalities,” published technical books and 
pamphlets, given technical assistance to increasing numbers of municipalities, 
and received financial contributions from the Brazilian Government and from the 
States and municipalities which are members. 

A training-within-industry program initiated in Brazil has been taken over by 
the Government to continue the work developed with United States assistance, 
This particular management training program was made available to some 16,000 
supervisors, foremen, and administrators who supervised approximately 250,000 
workers in about 1,000 companies. The organization conducting the work now 
is known as SENAI and draws its trainees from throughout Latin America. 


Chile 


A program for the provision of more nearly adequate health facilities outside. 
the capital area was initiated in 19483 with a program for the construction of 
a series of health centers in rural areas. The purpose of this project was to 
equip these health centers so as to demonstrate the operation of a well-integrated 
health service in various localities. The maintenance and continued operation 
of these health centers was transferred to the National Health Service in October 
1952. A related activity was the concentration of efforts in the provinces of 
O'Higgins and Colchagua emphasizing rural health and sanitation. The pur- 
pose of this project, initiated in February 1952, was to instill in the rural popu- 
lace the concept of importance of hygiene and to demonstrate methods of provid- 
ing modern sanitary facilities in rural areas. The activities under this project 
included the digging of deep wells, construction of potable water supply systems 
and providing small sanitary services in the villages. The activities of this 
project were transferred to the National Health Service in January 1956. 
Colombia 


The Cooperative Public Health Service in Colombia began operations in Febru- 
ary 1948. Since then 80 projects have been turned over to the Ministry of 
Public Health. Of these, 42 were assistance in the construction of hospitals, 
health centers, nursing schools, and laboratories. Fourteen were communicable 
disease projects. Seven were engineering projects. Two were nursing projects 
and one was a goiter control control project. The modern health center at La 
Dorada is typical of the early operations of the Cooperative Health Service. 
This was 1 of 5 locations chosen for the establishment of a health center which 
would provide services including the identification and control of tuberculosis 
and veneral diseases, the initiation of preschool and school hygiene programs, 
prenatal and dental care, and antimalarial and environmental sanitation control. 
This health center was operated until December 31, 1951, when it was turned 
over to the Ministry of Public Health. 

Costa Rica 


In 1948 an Agricultural Extension Service project was initiated for the pur- 
pose of developing a countrywide Agricultural Extension Service. Offices were 
operated in 3838 of the principal agricultural producing areas of Costa Rica. 
Farmers were given technical assistance in soil conservation, irrigation and 
drainage, use of fertilizers, insect and disease control, information on improved 
agricultural practices, livestock and pasture improvement, and management and 
guidance in the improvement of rural hygiene, diet, and rural living conditions 
in general. 4-S Clubs, modeled after the 4-H Clubs of the United States, were 
organized for the youth of the rural areas. In January 1956, by an act of the 
Costa Rican Legislature, the extension service was transferred to the exclusive 
jurisdiction of the Ministry of Agriculture where it continues to operate as a 
regular ministry agency. 

Haiti 


In February 1947 a project was initiated to convert an unused public market 
into a maternity clinic capable of providing 100 beds and the minimum equip- 
ment needed to open the hospital to the public. Since June 1951 when the Haitian 
Government was assigned full operating responsibility for this maternity center, 
it has developed into an important maternity facility which has gained the 
acceptance and confidence of the people. 


Honduras 


In 1952 and 1953 an invasion of grasshoppers tareatened sizable areas of 
Honduras and actually destroyed large areas of crops. At the request of the. 
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Ministry of Agriculture, the Cooperative Agriculture Service undertook to direct 
a large-scale campaign to control the grasshoppers. Special funds were contrib- 
uted by the Ministry of Agriculture and additional assistance was received from 
the Central American Grasshopper Organization. A helicopter from the Untted 
States Air Force was brought in during the height of the campaign and was used 
for spraying the more inaccessible areas. During this 2-year period of the inten- 
sive Campaign, its success served as an excellent demonstration of the effective- 
ness of the Cooperative Agriculture Service. It demonstrated the possibility of 
having flexible administration in a governmental unit capable of meeting emer- 
gency situations without disrupting seriously the normal operations. In De 
cember 1954, this project was transferred to the Ministry. A continuing grass- 
hopper control program is now carried out with the personnel trained during 
the period of United States collaboration, though on a reduced scale now that the 
grasshopper problem has been brought under control. This group, however, has 
the experience and trained personnel which could be brought into play immedi- 
ately if another grasshopper invasion should occur. 
Mexico 

In August 1958 a project was initiated for the purpose of providing technical 
and economic support for the development and improvement of nursing services 
and nursing education in hospitals and public health agencies, and for strength- 
ening nursing as an accepted profession for young women. These activities 
were carried on through the Department of Nursing of the Ministry of Public 
Health and Welfare, the School of Public Health, the division of nursing educa- 
tion of the National University and a number of technical and service divisions 
in the Ministry of Health and Welfare. These activities which are now being 
carried out solely by the Bureau of Experimental studies in Public Health (a 
part of the Ministry of Health and Welfare) have served to improve the status 
of nurses by giving them more adequate technical knowledge thereby gaining for 
them increased confidence on the part of the medical profession and the public. 


Panama 


Increased consumption of poultry can be an important and inexpensive means 
of improving the protein content of the diets of people in underdeveloped areas. 
In recognition of this fact, a program was initiated in November of 1953 to cre- 
ate a national source of chicks and fertile eggs in an effort to introduce modern 
methods of poultry care through demonstration, and to provide a higher quality 
of poultry stock in selected areas of the country. By the end of 1957 the success 
of the demonstration programs was such that private producers could success- 
fully operate. There was sufficient demand for the improved stock that it was 
feasible for private entrepreneurs to undertake the breeding of high quality 
chicks and to eliminate the need for their importation. Since private enterprise 
had successfully entered the field, the need for the demonstration project no 
longer existed and it was terminated in December 1957. The poultry plant and 
equipment were transferred to the National Institute of Agriculture for use in 
basic research and as a source of supply for the National Extension Service. 
An interesting outgrowth of the poultry program has been its effect on the 
demand for corn for use as poultry feed. Corn prices had historically fluctuated 
widely during the year but the increased demand made it feasible to construct 
storage facilities which serve to eliminate the wide swings in prices thereby 
benefiting the corn producers in that they had a more stable market for their 
product throughout the crop season. It has been estimated that this has con- 
tributed significantly to the 20-percent increase in farm income during the last 
year. The importance of this increase is made doubly impressive when you note 
that 85 percent of the population of Panama is dependent on agriculture for a 
livelihood. 

Paraguay 

The project to demonstrate the advantages of providing mixed feed for live- 
stock was introduced in Paraguay in November 1946. A small mixing plant 
was established to provide a mixed feed with mineral supplements for dairy 
cows. As dairymen saw for themselves the increased production of milk brought 
about by feeding balanced rations and learned the convenience of using mixed 
feeds, demand increased to the point where commercial production was feasible. 
The first commercial plant was set up by a Paraguayan businessman in 1949. 
In 1951 sales of mixed feed by the project were discontinued and in 1953 ali 
production of feed for the use of the project was terminated as commercial feed 
was purchased for its own dairy animals. Today there are eight mixed-feed 
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plants in operation in the Asuncion area, one in San Ignacio in Encarnacion, 
These plants produce balanced feed for poultry, swine, and horses as well ag 
dairy animals. 

In summary, we can say that during the years that there has been a technical 
cooperation program in Latin America there has been a wide variety of projects 
undertaken and successfully terminated. The manner in which the project has 
been continued in each country varies with the type of project and the economie 
and financial conditions in the country. Private enterprise has taken over such 
projects as could be put on a sound commercial basis. The poultry project in 
Panama mentioned earlier is one example of this. Model dairies, well drilling, 
machinery pools, balanced food projects, insecticides projects, management 
training are others. In some cases it is a governmental unit which continues 
the work. Local governments have initiated the development of local water 
supply or sewage systems once the techniques have been demonstrated. Voea- 
tional schools or area health programs are most often taken over by the central 
government. All in all, we estimate more than 2,000 individual and readily 
identifiable projects have been turned over or terminated since the Latin 
American technical cooperation program began in 1942. 


















STATEMENT BY EUGENE P. CAMPBELL, M. D., CHIEF, PUBLIC HEALTH DIVISION, 
INTERNATIONAL COOPERATION ADMINISTRATION, ON MALARIA ERADICATION 





The fiscal year 1959 program proposed for malaria eradication activities pro- 
vides for continuation of the 5-year eradication program begun in fiscal year 
1958. The progress achieved has been greater than expected, despite normal 
operational difficulties encountered in the launching of any major program. 
Bilateral programs of malaria eradication are in operation or planned for 25 
countries in this fiscal year. Press, radio, and television reports have reflected 
sympathetic understanding of United States participation in this dramatic 
project. Specific mention of the program in the President’s state of the Union 
message has given added impetus to understanding of the program. It is clear 
that our Government is offering a helping hand to the peoples of other countries 
in order that they may reap the benefits of malaria eradication. These benefits 
have been experienced by the United States as a result of the successful struggle 
to rid this country of malaria. 

The program is progressing through the full utilization of funds authorized for 
fiseal year 1958. Virtually all funds authorized under section 420 ($23.3 million) 
were obligated during the fiscal year. In addition to this, it has been found 
that due to the possibility of acceleration of certain programs, namely, India 
and Brazil, additional funds were required in fiscal year 1958 in order to take 
full advantage of all possibilities for implementing programs at the greatest 
speed possible. To accomplish this, a request was processed to permit the use 
of additional funds which might become available from other programs to be 
utilized for the malaria eradication program. In this connection, on June 26, 
1958, the President signed a section 401 (a) determination increasing the mone- 
tary limitation on the malaria eradication program, thus permitting the utiliza- 
tion of additional deobligated and reprogramed funds. Approximately $4 million 

yas made available in this manner. It has been obligated principally for the 

purchase of insecticide, and will permit delivery in time to permit acceleration 
of programs which could not have been accomplished if it had been necessary 
to await the availability of the fiscal year 1959 appropriation. 

The procurement of DDT and other insecticides has gone forward at a grati- 
fying pace. In February 1958 contracts were negotiated (through General 
Services Administration) with major United States producers and formulators 
covering over 30 million pounds of DDT for this year. As of the first of July, 
more than 33 million pounds of DDT had been shipped, and ICA is pleased with 
the cooperation of the industry in meeting delivery schedules. 

One of the notable features of this program is the way in which many people 
and agencies have collaborated to promote the advancement of the malaria 
eradication project. The understanding and help of the State Department 
have been outstanding in this respect. The public Health Service, through Dr. 
Leroy E. Burney, Surgeon General, has given excellent backing to the program. 
Dr. H. vanZile Hyde, of the Division of International Health, Public Health 
Service, has provided much assistance in the project. The Public Health Serv- 
ice has also made important contributions by making facilities available for 
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research on mosquito resistance to insecticides, spraying equipment, and other 
matters relating to the project. Dr. G. Robert Coatney of the National Insti- 
tutes of Health is performing research in the use of drugs in the treatment of 
malaria, which it is expected will prove very valuable in some areas of the world. 

Outside of Government, various organizations have continued to make avail- 
able the expert services of outstanding malaria people. An example of this 
type of cooperation is the assistance given in the program by Dr. Paul F. Russell 
of the Rockefeller Foundation. Dr. Louis L. Williams, Jr. (Public Health Serv- 
ice officer, retired) has continually come back from retirement to assist in various 
aspects of the malaria eradication project. 

Many meetings have been held with the World Health Organization, Pan 
American Sanitary Organization, and the United Nations Children’s Fund, to 
insure coordination of the worldwide malaria eradicatoin program. In cere- 
monies on December 5, 1957, Secretary of State Dulles presented checks for $5 
million and $2 million,’ respectively, to the World Health Organization and the 
Pan American Sanitary Organization. These funds were part of the $23.3 
million malaria eradication program in fiscal year 1958. The funds trans- 
ferred to these organizations have been put to use to permit great expansion of 
the malaria eradication activities of these agencies. Six months after the 
United States made $5 million available to the World Health Organization, the 
U. S. S. R. made a contribution of 1,000 tons of DDT to the malaria eradica- 
tion special account. Contributions to the WHO malaria eradication special 
account appear to be increasing. 

Although we have been successful thus far in securing personnel needed for the 
program overseas, it has been found that, due to the eradication of malaria in 
the United States, some difficulty may be experienced in the future recruiting 
people with a knowledge of current techniques in malaria eradication. ‘There- 
fore, we have established with PASB a training center in Jamaica to furnish 
training in the latest techniques to persons who have good backgrounds for the 
work, but may have been removed from antimalaria programs for some time. 

Although the proposed program represents the best estimate possible, it is 
based on only 5 months of actual operations, and it now appears possible that 
certain countries may be in a position to condense their programs from 5 to 4 
or even 3 years, thereby increasing fiscal year 1959 and perhaps fiscal year 1960 
costs, and at the same time reducing by comparable amounts the fiscal year 
1962 costs.2 It is believed important, particularly in view of the increasing re- 
sistance to insecticides of certain malaria carrying Mosquitoes, to be able to 
expedite eradication programs in fiscal year 1959 wherever this is possible within 
funds in the act which can be made available for that purpose. 

It is a grave concern to us that the reduction in funds for special assistance 
this year may be applied to the malaria eradication project at a most critical 
point in its development. As you know by our presentation, great worldwide 
interest and enthusiasm have been manifested by the other countries of the 
world for our action in this great human endeavor. By this project, like other 
projects in special assistance, we are meeting important economic needs and 
humanitarian objectives which are not met by other provisions of the Mutual 
Security Act. 


STATEMENT By Mr. RicHArp F. Cook, Actinc Depury Director FOR MANAGEMENT, 


INTERNATIONAL COOPERATION ADMINISTRATION, ON ADMINISTRATIVE EXPENSES, 
SEcTION 411 (b) 


The proposed fiscal year 1959 authorization (H. R. 12181) as passed by the 
Congress authorizes an amount of $33 million to be appropriated for the fiscal 
year 1959 for administrative expenses of the International Cooperation Admin- 
istration. H. R. 13192 as passed by the House appropriates $33 million for this 
purpose for fiscal year 1959. This represents an increase of $2,496,599 over the 
comparable amount of $30,503,500 for fiscal year 1958. 

The administrative expenses of the International Cooperation Administration 
are financed in fiscal year 1958 from a total appropriation of $32,750,000 under 
section 411 (b). The 1958 appropriation of $32,750,000 included costs of the 
Department of State, the Development Loan Fund, and the control act, totaling 


1 See congressional presentation, fiscal year 1959, pp. 81 and 82. 
2 See congressional presentation, fiscal year 1959, tables 1 and 2 (pp. 84 and 85). 
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$2,246,500, which in fiscal year 1959 are requested under separate appropriations, 
as follows: 





Proposed 
financing 
Amount authority 
fiscal year 
1959 








Department of State 


(a) Refugee and migration expenses $1, 331, 000 |) 
(b) Policy guidance—United States participation in Organization for Euro- | 
pean Economic Cooperation 505, 000 $11 (ce), 
(c) Mutual security program guidance expenses nd ; 92, 500 
(d) Public information activities 160, 000 
Development Loan Fund administrative expenses. 118, 600 | 204 (b), 
Control] Act expenses 40,000 | 410 





Total____ 








2, 246, 500 





The increase of $2,496,500 proposed for the International Cooperation Admin- 
istration in fiscal year 1959 is required to maintain and improve the management 
and control of the ICA-administered multi-million-dollar program. 

The additional $2.5 million will provide for the following : 

(1) $0.3 million increase in rent and utility costs in Washington and some over- 
seas posts.—Provides for increases in rental rates and in costs of cleaning con- 
tracts for buildings in the District of Columbia, and for increases in rents and 
utilities at overseas posts. 

(2) $0.3 million to provide for increased training and continuity of personnel.— 
Provides for 64 positions in fiscal year 1959 compared with 48 in fiscal year 1958 
and for an increase in paid employment from 23.4 to 53.9 man-years. <A year 
ago this agency presented to the Congress the approaches it was planning to take 
toward a reorientation of its overseas personnel system better to meet the needs 
of the mutual security program. During the past year a measure of progress has 
been made in putting this system into effect. However, much remains to be done, 
Basically, our redirected overseas personnel system has one central purpose: 
to obtain and train the staff of well qualified people required to carry out 
efficiently the approved programs of technical and economic assistance. For 
the overseas component this means staffing positions in sixty-odd countries and 
territories with diverse economic, cultural, and political situations. The increase 
requested will enable us to continue the improvement of our personnel system. 

(3) $0.3 million increase in Department of State and participating agencies 
costs.—Provides for furnishing additional services not heretofore provided, more 
particularly medical benefits to employees’ dependents at overseas posts, partici- 
pation in the motor-vehicle-replacement program and increased State support 
costs attributable primarily to providing services for a full year for ICA locations 
not fully manned for all of fiscal year 1958. 

(4) $0.1 million increase in contribution to the retirement fund.—Provides for 
anticipated increase in man-years of employment in fiscal year 1959 over fiscal 
year 1958. 

(5) $1.5 million for salaries and related costs of new positions and full year 
costs of positions for which only part year financing was provided in the fiscal 
year 1958 appropriation.—$0.4 million is requested to finance the total (net) new 
positions contemplated for fiscal year 1959 operations (excluding the increase of 
16 positions in the program for increased training of personnel, discussed under 
item (2)) is 37. The net increase of 37 will permit the adding of 24 positions 
in Washington and 13 positions for overseas posts. 

The net increase of 24 positions in Washington contemplates establishing 48 
new positions offset by the elimination of 24 positions authorized for fiscal year 
1958. The gross increase of 48 will provide— 

(1) Nine additional positions under the Deputy Director for Operations for 
essential additional desk officer coverage and strengthening of program staffs; 

(2) Thirty-eight additional positions under the Deputy Director for Manage- 
ment, 15 of which are in the Office of Controller and are required to strengthen 
foreign local currency reporting, business analyses, internal, administrative and 
contract audit functions, and the administrative and program budget operations, 
1 additional position in the Office of Management Planning to cover increased 
workload of management analyses, and 1 additional position in the Office of 
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Personnel Security and Integrity to strengthen the overseas regional inspection 
functions. The largest increase in number of additional positions required 
under the Deputy Director for Management is in the Office of Administrative 
Services, which requires 21 additional positions, 10 of which are for staffing 
the new electronic accounting machine installation which will provide services 
formerly furnished on a contractual basis by other agencies of the Government 
and by private sources; 10 positions to provide services formerly furnished by 
the General Services Administration on a reimbursable basis: and 1 additional 
messenger to provide better service between the several buildings which ICA 
occupies ; and 

(3) One additional position in the Office of Public Services under the Deputy 
Director for Technical Services for additional area coverage for the Latin 
American Branch of the Public Safety Division. 

The net addition of 15 positions overseas contemplates the establishment of 
30 additional positions offset by the elimination of 16 positions in Europe and 1 
position in the Far East. These 30 positions will be added in 15 overseas posts 
and are primarily needed to strengthen the program and controller functions in 
order to improve qualitatively ICA’s discharge of its administrative management 
responsibilities. 

In addition to the $0.4 million required to finance new positions in fiseal year 
1959, increased man-years of employment in fiscal year 1959 under currently 
authorized positions will cost approximately $1.1 million. 

As of April 30, 1958, ICA funded from administrative appropriation the em- 
ployment of 2,203 Americans (excluding employment in Washington by the De- 
velopment Loan Fund and certain reimbursable employees) and 1,287 locals 
(foreign nationals). The comparable employment as of June 30, 1957, was 
2,125 Americans and 1,181 locals. Employment planned for June 30, 1958, for 
positions funded from administrative appropriation call for about 2,225 Ameri- 
cans and 1,345 locals. The addition of the approximately 100 American em- 
ployees and 160 locals during fiscal year 1958 will require funding for a full 
year during fiscal year 1959 whereas these positions were funded only for a part 
of fiscal year 1958. 

In summary, the administrative request of $33 million will permit the agency 
to continue and further improve its managerial direction and control of the 
nonmilitary mutual security program. A relatively small portion of the increase 
is for additional positions. The major portion of the increase requested is to 
permit the continued utilization of persons presently employed, primarily at 
overseas posts, in directing and controlling the resources (men, money, and 
materials) made available under the nonmilitary provisions of the Mutual 
Security Act. 


STATEMENT BY Dr. D. A. FitTzGerRaALtp, DEPUTY DIRECTOR FOR OPERATIONS, IN- 
TERNATIONAL COOPERATION ADMINISTRATION, ON PRESIDENT’S FUND FOR ASIAN 
Economic DEVELOPMENT 


I appreciate the opportunity to report on the status of the President’s Fund for 
Asian Economic Development and why we have requested the reappropriation 
of the unobligated funds which remained on June 30, 1958. 

The Mutual Security Act of 1955 established, under section 418, the President’s 
Fund for Asian Economic Development for which $100 million was appropriated 
to remain available for obligation during the three fiscal years ending June 30, 
1958. The legislation, designed to foster regional cooperation in the economic 
growth of free Asia, directed that preference be given to projects and programs 
which would contribute to promoting greater economic strength in the region 
as a whole or in a group or groups of countries in the area. The Mutual Security 
Act of 1956 repealed section 418 but made provision under section 201 for the 
appropriated funds to continue available under the provisions of and for the 
purposes set forth in the original section 418. Section 201 was repealed by the 
Mutual Security Act of 1957, but the authority was continued by section 543 (d) 
of that act. 

The Asian Economic Development Fund was designed to assist in the promotion 
of positive regional economic cooperation in Asia. It was hoped political co- 
operation might also thereby be encouraged. Very little regional cooperation 
has existed in this area historically. New patterns of thought had to be de- 
veloped, and that takes time. The very fact that many of the countries in the 
area are newly independent and very much concerned about their sovereignty 
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makes cooperation difficult. Political, religious, and language differences among 
the countries further complicate the problem. Thus, a program specifically 
designed to encourage regional cooperation was bound to take time. The 
executive branch itself has at times underestimated the difficulties of under- 
taking certain projects. There would have been no difficulty in using this 
fund for bilateral projects, but we have stuck to the original regional concept 
despite the difficulties because we think the regional concept is very important. 

As of June 30, 1958, about $94 million (including the amount for malaria 
eradication) have been obligated. We are requesting the reappropriation of the 
balance remaining in the original appropriation to permit orderly completion 
of the program in fiscal year 1959. 

I wish to report to you on the major projects to illustrate the problems en- 
countered in administering this program. 

It took over a year to obligate $5 million for the Nepal-India roads project. 
It took so long because we negotiated a trilateral Nepal-India-United States 
agreement on this project. We did this because in our judgment it provided, 
despite the difficulties, a much firmer basis for the project itself and an important 
precedent for the future. This project is an outstanding example of cooperation 
between United States and India in assisting a third country. The benefits accrue 
to India and Nepal but in terms of closer association with and between these 
two countries, the United States also benefits. 

The Mekong River project is a good illustration of the time problem inherent 
in regional projects. Back in 1955, ICA financed a reconnaissance survey of 
the Mekong River Basin at the request of the four riparian countries. The 
eountries studied the report and recommendations and requested further studies 
through ECAFE. These were completed and discussed. It was not until last 
autumn that the four countries joined together to establish a committee to get to 
work. It was clear throughout this period that a river as large as the Mekong 
and running through four countries required a joint approach. We felt we should 
not obligate funds until the foundation for coordination was laid. On the basis 
of a technical report prepared for the four-country committee, in January of 
this year, we are now working with the countries on a project. Our offer of such 
aid at the recent ECAFE meeting in Malaya was very favorably received not 
only by the countries directly concerned but by all the Asian countries as an 
important contribution to economic development and cooperation in the region. 
The necessary agreement with the four countries was signed in May. 

Afghanistan and Pakistan, which have had certain political differences, com- 
pleted last month negotiation and ratification of a transit agreement in connection 
with a $27 million project for improving rail and road facilities to help mutual 
trade and to give landlocked Afghanistan better access to the sea. It would have 
been possible, of course, to proceed with the obligation of funds in each country 
without insisting on a ratified transit agreement. But in terms of the objectives 
of the fund as well as the need to assure a sound project, we felt it was important 
that such agreement be completed prior to obligation of funds. 

In March of this year India and Japan, after years of discussions, reached 
agreement on arrangements covering sales to Japan of iron ore which Japan’s 
steel industry vitally needs. This agreement provided a basis for the United 
States to consider an Indian loan application for railroad and port improvements 
to permit the other to move from the mines. We completed the necessary loan 
agreement with India last month. 

Another major project, the southeast Asia telecommunications project, pre- 
sented difficulties arising from the need to modify technically and financially 
the original project proposal. With the exception of Cambodia, the necessary 
agreements have been completed with the participating countries. 

The examples I have cited do more than illuminate the obligation record. They 
are also examples of encouraging developments. The very existence of the AEDF 
has contributed substantially to the attainment of United States objectives. The 
countries in the area have been aware that it was available for regional projects. 
This has encouraged them to make very real attempts to get together. Afghan- 
istan and Pakistan have their differences, for example, but discussions between 
them of a transit agreement precedent to our assisting in the improvement of joint 
transportation facilities have gone a long way toward improving their relations. 
Other project which have been or are being considered, whether or not they will 
now come to fruition, have required consultations among the countries concerned, 
and they have given common consideration to common problems. It is significant 
that the period of the fund’s existence has seen a marked increase throughout 
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free Asia, including Asian regional organizations, in regional economic 
cooperation. 

A list of the projects which are being financed from the AEDF is attached. 
With regard to the use of the unobligated amount for which reappropriation is 
being requested, funds will be needed to permit continuation of discussions with 
respect to Cambodia’s participation in the southeast Asia telecommunications 
project. In addition, we had been presented with a number of project proposals 
with considerable merit which were set aside until the funding situation was 
clarified. These include a modified proposal for an Asian regional nuclear center 
in the Philippines, improvement of the Nepal railroad link with India, improve- 
ment of certain airports with regional significance, and further development of 
regional training facilities in the area. 

I wish to emphasize one point. This is a program which is making a particu- 
larly important contribution toward sound self-help cooperation in Asia. Reap- 
propriation will permit an orderly completion of projects and programs which 
together can provide an example and a nucleus for further progress toward this 
goal. 

AEDF financed projects as of June 30, 1958 


{In thousands of dollars] 





Amount 
Mevion country program...-~=..<..~......- ole ceees ge donn—eeee $99 
mene COUREEY DPONTEM RS oon ha pete eeing eae 3, 992 
eee CODU I CURE GOT ia Sis kit eee ep sem enonlaimeaons 171 
en: BORBCOMN BaErVvey okt Slo. donna ence en aaa eaee 1, 449 
etohanistan-Pakistan transit survey... 1. .<<<<602 seesaw anenes 149 
ne ennui ROU  O  eeeeeee ea een 5, 000 
rn TRUE SUNN OUONE no a, ces ae ec eee 2, 000 
ten Jansuneh. teeing. oo. ok ed eee 1, 505 
eR LING” WTO i in oie ct ine metres an en ene onan 
ki) geod labor SUlrVGl....+-..~....4.dcccusbnesncebee ata amene 15 
SA TO skitied: labor projetit... a el ee 2, 300 
ING os ee oleae 1, 000 
PRAM ORONON 5 cn ea ee eee 650 
TI ii tl ec ioc acs eed a at eee cece nore 650 
SHATO Hagineering Graduate School... . stds ocd tenancies 425 
Dette-JSarvea: irety or@. 2 a ee 20, 000 
umn GSURGR (GOV WNI UII” COU i a ide ace ise a ee a 150 
Por: Tncntion: OeGer 3k eit eS eee 871 
preva? ‘communicntion®:. <j on oot hee 1, 350 
Afehanistan-Pakistan transit project... x... 2. cece nnecnsions 26, 701 
ns PURINIII 5 soit eS ee ee UL Be a Oe ee ae 560 
ie COOOL Oe ee 21, 900 
Agricultural: Credit Training Center... 260i ee a eas 175 
pnatitute of Publie Admintetratieticiuc 3 <u eee eee ee 36 
mrerarta ‘Trataine Oente?....5 soo a ee ee 58 
Wotel' prosetle.. oie ioe ne ae 89, 206 
Malaria eradication_______- ss ab cnc oliscabd a wea ha a a rl ie I peared 4, 838 
ss on eas wind assis ecsnardctnd india td pc elaabe RAS UE AIR alee areas a 94, 044 
Balance sae sss eed eh senna sat al ce rman a 5, 956 


STATEMENT BY JOHN F. FLoperG, COMMISSIONER, UNITED STATES ATOMIC ENERGY 
COMMISSION 


I am happy to appear before you today for the Atomic Energy Commission, in 
behalf of our atoms-for-peace program. The $5.5 million requested in the ap- 
propriation for fiscal year 1959 will continue this monetarily small but in all 
other respects highly important program. The Commission regards this $5.5 
million as an essential part of the effort of the United States to maintain its posi- 
tion of leadership in the wide-ranging programs of the world to advance the 
peaceful applications of nuclear energy. 

In general, three major items are involved: firstly, to help finance the cost of 
research reactors in friendly nations, continuing the program instituted by the 
President in 1955; secondly, to help friendly countries in the acquisition of nu- 
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clear training and research equipment, other than research reactors; and, 
thirdly, to provide for assistance by United States atomic energy exports in ad- 
vising other nations on their programs of nuclear science and technology and in 
making the surveys and studies necessary to assure that desired financial assist- 
ance can be or is being used effectively. 

The atoms-for-peace program is not all one way. In every case in which we 
provide assistance, be it for a research reactor or for other nuclear research 
equipment, we arrange to be provided with information of scientific value that 
may develop from the research being assisted. 

Progress during fiscal year 1958 in this program has been far better than in 
the previous 2 years of the program’s existence, and it was necessary to obligate 
all of the $4,450,000 appropriated for fiscal year 1958, including 9 research reactor 
grant commitments. 

Regarding research reactors, the program was set up to assist other nations 
in acquiring reactor projects by funding up to one-half of their cost—to a limit 
of $350,000. It was initially felt that around $700,000 would be adequate to 
construct such projects. In no case to date, however, has the $350,000 proved 
sufficient to actually cover one-half of the costs, most of which have exceeded 
$1 million per project. Several of the projects involve 3 to 5 million dollars, 
I feel certain that the stimulus provided by our contribution has been powerful 
and, in many cases, a basic activating force in accelerating the atomic energy 
programs of cooperating countries. 

In fiscal year 1958, research reactor grant commitments were made to nine 
countries: Italy, Greece, Sweden, Israel, West Germany, Belgium, the Republic 
of China, Austria, and Norway. These 9 are in addition to the 7 committed 
in 1956 and 1957. 

Fourteen of the sixteen research reactors for which grants have been com- 
mitted have been or are being built by the following 5 United States firms: 
American Car & Foundry (3 reactors), American Machine & Foundry (6 reac- 
tors), Babcock & Wilcox (1 reactor), Foster Wheeler (1 reactor), and Inter- 
national General Electric (3 reactors). 

The Belgian and Norwegian reactors are being built largely by firms within 
those countries, but Belgium has engaged the Nuclear Development Corporation 
of America to assist in design and development of its project, and Norway is 
expected to purchase some of the equipment for the reactor, including necessary 
heavy water, in the United States. 

When the President in 1955 said, in part: “* * * We propose to offer research 
reactors to the people of the free nations, who can use them effectively for the 
acquisition of the skills and understanding essential to peaceful atomic progress, 
The United States in the spirit of partnership that moves us will contribute 
half the cost * * *,” it seems clear that “skills and understanding essential 
to peaceful atomic progress” include more than knowledge necessary only to 
operate and utilize a completed reactor. The advancement of a country’s tech- 
nology will be promoted to an even greater extent by local manufacture or 
assembly of American-manufactured component parts. 

The Commission, therefore, has adopted a policy of approving grants for 
reactor projects otherwise eligible, when: (a) Construction of the reactor is 
to be performed by an American firm or an organization within the applicant 
country (or a combination of both), and (6) major components of the reactor, 
such as the fuel elements, core structure, reactor bridge, pressure vessel, and 
control system are to be manufactured by American firms or organizations 
within the applicant country. 

In the coming fiscal year, we expect that at least 10 additional countries 
will become qualified for research reactor grants. 


Training and equipment grants, $1,700,000 


Research reactors are very important, but involve only one phase of the 
peaceful atomic energy field. There are many cases where it would be in the 
best interest of some of our friends to proceed first with more modest under- 
takings, such as the installation of subcritical assemblies, gamma fields for 
agriculture research, radioisotope laboratories, and cobalt-60 teletherapy units 
for medical research, ete. 

There may also be cases where the installation of such equipment would 
further enhance the effective use and utilization of information gained from 
a research reactor already in operation. Therefore, while we do not propose 
to give any one country more than one research reactor grant, we may approve 
equipment grants to a nation having already received a reactor grant. 
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In fiseal year 1958, $36,000 worth of laboratory equipment and training tools 
were furnished Ecuador and Lebanon for use in radioisotope training course. 
Italy received a grant for a $5,500 cobalt-60 source, Uruguay $36,000 worth of 
medical laboratory equipment, and Greece at $27,000 nuclear engineering labora- 
tory plus $100,000 worth of natural uranium slugs to be used as fuel for the 
subcritical assembly forming the heart of this laboratory. In addition, $117,000 
has been set aside for 2 mobile radioisotope laboratories to be donated to the 
International Atomic Bnergy Agency. 

Assistance has been committed to the IABA for a total of $840,000 for the 
training and education in the United States of foreign engineers and scientists 
whose countries do not have colleges and universities capable of providing good, 
advanced technical education or specialized training in the nuclear field. Also 
$125,000 was contributed to the IAEA’s fellowship fund. 


Technical assistance, surveys, and symposiums, $300,000 

Many countries lack qualified personnel who can appropriately develop pro- 
grams of atomic energy best suited to their needs and capabilities. The United 
States is in a position to provide technical, advisory, and evaluation services to 
such friendly nations in all phases of the peaceful uses of nuclear energy. In 
performing such advisory services, we lay emphasis to evaluating proposed 
projects and making recommendations as to those which seem best fitted to a 
country’s scientific, economic, and technological capabilities. 

For example, in fiscal 1958, United States scientists visited, reviewed, and 
made recommendations regarding general aspects and needs as well as more spe- 
cifie project problems within the nuclear energy programs of Brazil, Colombia, 
Indonesia, Iran, Korea, and Pakistan. This program is particularly valuable to 
the less-developed countries. 

One of the most effective methods of this type of operation is the multination 
symposium, such as the very successful inter-American symposium held in the 
spring of 1957. The United States should encourage and be prepared to support 
similar symposiums next year. 

This modest program has brought much goodwill to the United States and has 
been particularly fruitful in fostering contacts between the scientific and indus- 
trial communities of our country with those of the cooperating nations. We 
urge that the program be continued as outlined in the appropriation requests. 


STATEMENT OF WILLIAM O. HALL, Deputy ASSISTANT SECRETARY FOR BUDGET AND 
FINANCE, ON ADMINISTRATIVE EXPENSES, DEPARTMENT OF STATE, SECTION 411 
(c), OF THE Mutruat Securiry Act or 1954, as AMENDED, AND THE MUTUAL 
DEFENSE ASSISTANCE CONTROL ACT OF 1951 


Mr. Chairman, the total appropriation request for fiscal year 1959 for activi- 
ties of the Department of State under section 411 (c) of the Mutual Security Act 
is $6,692,500, and the total requested for the Mutual Defense Assistance Control 
Act is $1 million. 

As outlined on pages 75, 76, and 77 of the presentation book on nonregional 
programs, the request for funds under section 411 (c) would provide $2,675,000 
for program policy review, $1,902,000 for USRO, $505,000 for OEEC, $112,500 for 
MSP coordination, $188,000 for public information, and $1,310,000 for refugee and 
migration program operations. The request for the Mutual Defense Assistance 
Control Act appropriation is outlined on pages 71 and 72 of the justifications. 

The two appropriation requests reflect several shifts in function between the 
International Cooperation Administration and the Department of State proper. 
The activities for which appropriations have been shifted are the coordination of 
the mutual security programs, United States representation in the Organization 
for European Economie Cooperation, public information, refugee and migration, 
and Mutual Defense Assistance Control Act administration. In fiscal year 1958, 
under the authority and provisions of Executive Orders 10575, 10610, and 10742, 
the Secretary of State by delegation of authority transferred these responsibili- 
ties from the Director of the International Cooperation Administration to the 
appropriate organizational unit of the Department of State. In March 1956, the 
escapee program and other related responsibilities were transferred by Executive 
Order 10668 from the International Cooperation Administration to the Depart- 
ment of State. Funds for expenses of administering these responsibilities, how- 
ever, have continued through fiscal year 1958 to be requested and appropriated 
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under section 411 (b) and allocated by ICA to State. Since the Department is 
directly responsible for administering the program, funds for these activities are 
requested under the section 411 (c) appropriation. 

With one exception these shifts have been reflected in comparative transfers 
for previous years in the tables before the committee. The 1 exception, which 
I specifically bring to your attention, is the cost of permanent refugee work in 
the Department of State involving 10 positions which have been budgeted for 
this year as a new item in the regular Department of State appropriation. 

In summary, the net overall request for administration of section 411 (c) for 
fiscal year 1959 is $6,692,500. This compares with a before-adjustment figure 
of $6,665,500 available in fiscal year 1958 or $6,574,000 after adjustment, for an 
increase of $118,000, of which $70,000 is for the refugee program, $20,000 is for 
mutual security program coordination, and $28,000 is for public information. 
The request for the administration of the Control Act is $1 million as compared 
with a 1958 program figure of $1,040,000. 

The authorization for the requests for appropriations for the activities of 
the Department of State under the mutual security program is section 411 (¢) 
of the Mutual Security Act of 1954, as amended, which provides that: 

“There are authorized to be appropriated to the Department of State such 
amounts, not to exceed $700,000,000 in any fiscal year, as may be necessary from 
time to time for administrative expenses which are incurred for normal fune- 
tions of the Department which relate to functions under this Act.” 

The authorization for the appropriation for the mutual defense assistance 
control activities of the Department of State is found in section 410 of the 
Mutual Security Act. 


Administrative expenses, section 411 (c), program policy review and NATO 
representation 

The first two items shown in the schedule on page 75 of the justifications, 
namely, “Program policy review” in the amount of $2,675,000 and “Representa- 
tion of the United States to NATO and the European Regional Organization” 
in the amount of $1,902,000 are requested in the same amounts as in 1958. These 
two program items are for activities which were the responsibility of the Depart- 
ment of State in all of fiscal year 1958 and in fiscal year 1957. The items, ‘United 
States participation in OEEC,” “Mutual security program coordination and 
public information activities,” cover activities transferred to the Department 
of State under Executive order during the course of fiscal year 1958. The item 
“Refugee and migration program,” has been the responsibility of the Department 
of State since its transfer from ICA in April 1956. 


Mutual security program policy review 


The Department of State is the agency responsible, under the President, for 
the development and control of foreign policy and all relations with foreign 
governments, and is responsible for providing foreign policy guidance to all 
agencies of the Government. Consistent with these responsibilities the Secre- 
tary of State negotiates and executes all international agreements relating to 
the mutual security program. In the field, the Chief of Diplomatic Mission pro- 
vides foreign policy direction to all representatives of United States agencies 
in each country and has a supervisory authority over all mutual security pro- 
grams at the country level, being charged with their coordination as well as 
assuring that the program activities are carefully planned and effectively carried 
out within the framework of established policy. 

In addition to his other functions related to the mutual security program, the 
Secretary of State is specifically responsible for the formulation and implemen- 
tation of the policy of the United States in its participation in the United 
Nations expanded program of technical assistance, the technical cooperation 
program of the Organization of American States, and the assistance programs 
of the Intergovernmental Committee for European Migration, the United Nations 
Refugee Fund, the United Nations Children’s Fund, and the United Nations 
Relief and Works Agency for Palestine Refugees in the Near East. The Secre- 
tary of State is also responsible for representing the United States in these 
organizations and for making the United States contributions thereto. The 
Secretary of State is also specifically responsible for the direction and operation 
of the United States escapee program. 

The Department of State also supplies policy guidance to the Department of 
Defense in relation to the military assistance program and to the International 
Cooperation Administration in relation to the other programs. 
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Within the amount of $2,675,000 requested for program policy review, $1,424,- 
100 is for work in the Department relating to mutual security problems and 
$1,250,900 for activities at our missions overseas relating to economic aid and 
military assistance programs. 

The Department of State portion of these requests provides for 174 positions. 
The positions at our missions overseas include 96 American and 10 local 
positions. 

United States mission to NATO and European Regional Organizations (USRO) 


USRO is the abbreviation for the United States mission to the North Atlantic 
Treaty Organization (NATO) and European Regional Organizations. The 
other regional organizations referred to in USRO’s title are the Organization 
for European Economic Cooperation (OEEC) and the Consultative Group— 
Coordinating Committee for strategic trade control. 

The mission is comprised of representatives of the Department of State, 
Department of the Treasury, Department of Defense, International Cooperation 
Administration, and United States Information Agency. The State Depart- 
ment element includes the Office of the Mission Chief, the Office of Political 
Affairs, and the administrative staff and secretariat for the entire organization. 

The request makes provision not only for the staff of the Ambassador’s Office, 
the Executive Office, the Office of Political Affairs, and the major portion of the 
Office of Economic Affairs, but also for the local employees serving the other 
offices and the general operating expenses of the entire mission. USRO obtains 
all of its administrative services from the American Embassy in Paris under a 
plan of integrated administration designed to eliminate duplicate staffing and 
reduce expenses. 

This item provides for 73 American positions and for 100 local positions in 
the United States representative's office to NATO for a total cost of $1,902,000 
including other objects of expense. 


Policy guidance—United States participation in Organization for Buropean 
Economic Cooperation 


Effective December 15, 1957, responsibility was transferred from ICA to the 
Department of State for United States participation in OEEC, with the excep- 
tion of the European Productivity Agency (EPA) and the scientific manpower 
program of OEEC, for which ICA retains responsibility. The 4 domestic and 
81 American overseas positions concerned with the functions transferred are 
accordingly included in the State Department rather than the ICA portion of 
the 1959 mutual security program budget. The amount requested for represen- 
tation to the Organization for European Economic Cooperation is $505,000, the 
same amount as available in 1958. 


Mutual security program coordination 


The Secretary of State has transferred responsibility for (1) coordination of 
the mutual-security program and (2) preparation and presentation of the pro- 
gram to the Congress from the Director of ICA to the Under Secretary of State 
for Economic Affairs. 

In the exercise of these new functions assigned to him by the Secretary of 
State, the Under Secretary will (1) develop broad policies for the conduct of 
the mutual-security program; (2) issue guidance for the preparation of annual 
programs by the Department of Defense and ICA; (3) review and insure the 
internal coordination of the programs submitted by these agencies; (4) deter- 
mine program priorities; (5) insure the orderly and effective implementation 
of programs throughout the year; (6) initiate the preparation of such supporting 
materials as are needed for the congressional presentation; and (7) provide 
leadership and guidance in the identification and resolution of any problems 
identified by the Departments of State and Defense and the International Co- 
operation Administration. These activities will permit the Director of ICA to 
devote full time to operation of the ICA program. 

To assist the Under Secretary of State in performing these functions, 12 posi- 
tions have been transferred from ICA to the Department of State. Of these, 2 
positions have been assigned to the immediate office of the Under Secretary, and 
10 have been consolidated with the unit which previously existed in the De- 
partment for the purpose of (1) coordinating the views of the various areas of 
the Department on the mutual-security program and (2) insuring that operations 
of ICA were in accord with the foreign-policy objectives of the Department. 
This combined unit operates under the direct supervision of the Under Secretary. 
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This request includes 12 positions and $112,500 for fiscal year 1959. The 
$112,500 represents an increase of $20,000 over the estimated obligations during 
fiscal year 1958. The increased cost is attributable to (1) increased net salaries 
due to three of the positions which were vacant part of fiscal year 1958 but are 


now filled, and (2) estimated requirements for additional overtime, travel, and 
other support costs. 


Public information 


The public-information activities of the ICA were transferred to the Depart- 
ment of State at the time of the above reorganization and were merged with 
similar activities in the Department. The public information program is directed 
by the Assistant Secretary of State for Public Affairs. Eighteen positions were 
transferred from ICA to the Department of State for this purpose. The request 
for fiscal year 1959 is a total of $188,000 to perform these functions. There is an 
increased requirement of $28,000 accounted for by (1) increased net salary costs 
due to three of the positions which were vacant for 7 months of fiscal year 1958 


and are now filled, (2) increased need for printing of informational materials, 
and (3) increased travel and other support costs. 


Refugee and migration program operations 


The Office of Refugee and Migration Affairs was established under the Bureau 
of Security and Consular Affairs, Department of State, on April 19, 1956. The 
decision to establish the office was based on the demonstrated need for effective 
centralization of policy planning, determination, and program implementation 
to resolve pressing political, economic, and humanitarian problems in the refugee 
and migration field throughout the free world. 

The primary program of the Office of Refugee and Migration Affairs is the 
United States escapee program which conducts programs in Europe, the Near 
East, and the Far East to assist escapees from Communist countries. 

In March 1957, the administration determined that United States aid to refu- 
gees and escapees was to be limited to a period of 3 years from the date of 
entry into a country of first asylum. To bring the USEP caseload in line with 
this policy, older escapees were to be removed without undue hardship. To 
implement this policy a “target date” schedule was established to effect by 
December 31, 1959, the integration or emigration of all escapees who fled prior 
to January 1, 1957. Thus, the reestablishment of many difficult-to-resettle older 
escapees must be completed during fiscal year 1959. 

The Far East refugee program (FERP) of the United States escapee pro- 
gram has similar problems and some that are peculiar to the area. This pro- 
gram operates in the area of the largest single mass of anti-Communist refugees 
in the world. 

There has been a severe decline in resettlement opportunities available to 
Chinese refugees in Hong Kong, only partially alleviated by an aggressive search 
for new resettlement areas and by the enactment of Public Law 85-316. It 
has proven necessary for the limited staff to devote an increasing amount of 
time to the more difficult task of resolving indiivdual refugee reestablishment 
needs through local integration. 

Nineteen domestic and 247 overseas positions are requested for these refugee 
and migration operations. In the United States, 13 positions are for the 
Escapee Program Division, 2 positions for the Refugee and Migration Division, 
and 4 positions for the Executive Office; overseas, 67 American and 180 local 
positions are assigned to the escapee program in Germany, Austria, Italy, 
Greece, Turkey, Hong Kong, and Taiwan. They perform the necessary admin- 
istrative support functions of the program. As I have previously pointed out, 
the domestic estimate excludes the 10 positions concerned with policy formu- 
lation and direction which are being transferred in fiscal year 1959 to the 
Department of State “Salaries and expenses” appropriaiton. 

The $1,310,000 requested for fiscal year 1959, on a comparative basis, is 
$70,000 greater than the amount available for this purpose in fiscal year 1958, 
although the gross appropriaiton is $21,000 less than the amount available in 
fiscal year 1958. This is the result of the budgeting of 10 positions at a cost of 
$91,000 from the Department’s “Salaries and expenses” appropriation with the 
resultant reduction of $91,000 in this appropriation, which in turn is offset by 


an increase of $70,000 required because of reduced lapse rate and increased 
other object expenditures. 
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Mutual Defense Assistance Control Act 


The request for the Mutual Defense Assistance Control Act shown on page 
71 is for $1 million, a reduction of $40,000 in the amount of the actual operations 
for fiscal year 1958 when the appropriation was administered for part of the 
year by the Department of State and part of the year by the ICA. 

Objectives—The purpose of the Mutual Defense Assistance Control Act of 
1951 is to safeguard the strength of the United States and its allies, and to im- 
pede the warmaking potential of the Sino-Soviet bloc, by a system of security 
trade controls designed to prohibit or limit exports of free world strategic ma- 
terials to the bloc. The mutual defense assistance control (MDAC) program is 
an integral part of the overall cooperative defense effort of the free world. It 
is administered with the objective of preserving the peace and promoting free 
world security, unity and strength. 

The Secretary of State, effective January 26, 1958, shifted the responsibility 
for administering the Mutual Defense Assistance Control Act from the Director 
of ICA to the Under Secretary of State for Economic Affairs. The MDAC staff 
will continue to carry out the functions of this act as before, the only changes 
being that the Under Secretary of State rather than the Director of ICA will 
now carry out the statutory responsibilities, including the preparation of recom- 
mendations and reports to the President and Congress, and that the program 
will receive its administrative support from the Department of State rather than 
from ICA. 

The program will continue to be coordinated by the Deputy Administrator for 
MDAC, through the Economic Defense Advisory Committee (EDAC), which 
he chairs. Eleven United States Government agencies, which are concerned with 
security controls over exports from other countries, are represented on this 
committee. It functions primarily as an advisory body to the Secretary of State 
in determining a United States position for negotiations on international trade 
controls. It has certain additional operational responsibilities in matters af- 
fecting economic defense. 

The cooperation with other free nations is exercised through the interna- 
tional consultative group structure in Paris in which 15 countries participate. 
The United States is represented by a resident delegate. These representatives 
examine and coordinate the strategic controls of the 15 countries, with the ob- 
jective of maintaining an effective international security trade control system. 
Aid recipient countries that are not members of this group are dealt with bi- 
laterally in this effort. 

Accomplishments.—The Control Act program has aided the United States 
efforts to draw together the major industrialized nations of the free world in 
the development of a uniform policy of controls over strategic trade with Sino- 
Soviet bloc. Continuing efforts are made to adjust the lists of strategic items 
to current world conditions and to achieve a more effective control of strategic 
trade through improved enforcement measures and procedures. The efforts of 
the Sino-Soviet bloc to obtain controlled commodities, through trade agreements 
and by other means, testify to the value of the Control Act program. It is be- 
lieved that without the restrictions imposed by the program, the Sino-Soviet 
bloc’s rate of advance in military development would have been enhanced. 

Funds for administrative support heretofore were provided from the “Ad- 
ministrative expense” appropriation, ICA, section 411 (b). In the future, with 
MDAC located within the State Department, it is proposed that they be borne 
by the Control Act appropriation. In the present submission the cost of this 
support for fiscal year 1957 and fiscal year 1958 is shown by a comparative 
transfer of the following sums into the Control Act account: Fiseal year 1957— 
$21,000—raising the total of actual costs to $1,136,000; and for fiscal year 1958— 
$40,000—raising the total of actual costs to planned program to $1,040,000. 
Thus, the $1 million requested for fiscal year 1959 represents a reduction of 
$40,000 below the comparative obligstions for fiscal year 1958. 

The allocations by agency proposed by fiscal year 1959 reflect the transfer of 
functions to the Department of State, mentioned above. The allotments to the 
various agency units involved will be essentially the same as in fiscal year 1958 
because they will continae unchanged the work they have been doing in su: port 
of the Control Act. Thus, the State Department allocation will include all «osts 
formerly incurred by ICA except for the Trade Policy Staff, a small component 
which represents the ICA in economic defense matters and coordinates repre- 
sentation within that Agency. 

Within the $1 million requested, estimated agency allocation would provide 
$40,000 for ICA, $815,000 for State (now including MDAC staff), and $145,000 for 
Commerce. 
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STATEMENT OF WILLIAM H. McCAHON ON OCEAN FREIGHT SUPPORT FOR VOLUNTARY 
Agency RELIEF SHIPMENTS 





This request is to make possible the continued support of our American volun- 
tary agencies by paying ocean freight costs on their relief and rehabilitation 
shipments abroad. The $2.1 million requested is $100,000 less than was appro- 
priated last year for this purpose. This reduced amount should prove adequate, 
however, since it is based on the participating voluntary agencies’ own estimates 
of the volume to be moved in fiscal year 1959. There are no United States Govy- 
ernment procurement costs involved in this program. The goods are supplied 
by the voluntary agencies and represent free donations of the American people, 
Thus for each tax dollar spent, supplies valued at about $14 are delivered to 
needy persons in friendly countries abroad. 

Thirty-two private groups are cooperating in this program in 18 foreign coun- 
tries. More detailed information regarding the program, including the names 
of the participating agencies, as well as the countries of distribution, will be 
found on pages 69 and 70 of the presentation book (nonregional program). Over 
the years we have developed a close working relationship with United States 
voluntary agencies. Their activities and services abroad, in the fields of material 
aid, refugee resettlement, and technical assistance, are considered to be a valu- 
able supplement to the official programs of government. 

We are convinced that these groups of private citizens play an important role 
in international relations which today is of great value to our country. Acting 
on behalf of the American people they, as private citizens, are extending a help- 
ing hand to friendly peoples around the world who, through circumstances beyond 
their control, need our assistance. The request we are making represents one 
material way in which the United States Government indicates its interest in 
supporting and furthering the overseas activities of its own citizens’ groups. 













































STATEMENT OF Rogpert S. McCoLtLuM, DEPUTY ADMINISTRATOR, BUREAU OF SE- 
CURITY AND CONSULAR AFFAIRS, OFFICE OF REFUGEE AND MIGRATION AFFAIRS, 
DEPARTMENT OF STATE ON THE INTERGOVERNMENTAL COMMITTEE ON EUROPEAN 
MIGRATION, THE UNITED STATES ESCAPEE PROGRAM, THE UNITED NATIONS HIGH 
CoM MISSIONER FOR REFUGEES 


Mr. Chairman and members of the committee, thank you for permitting me to 
present the progress, programs, and budget for activities relating to refugees, 
escapees, and migrants. For these three nonregional mutual security programs, 
the Intergovernmental Committee for European Migration, the United States 
Iscapee Program, and the United Nations High Commissioner for Refugees, it 
is requested that $22,300,000 be appropriated for fiscal year 1959. Due to in- 
tensive activities this past year this request is $5,808,000 less than the §$28- 
108,000 estimated for fiscal year 1958. 

Despite the accomplishments of the past year and of the previous years since 
the end of World War II, in assisting millions of refugees and displaced persons 
to become self-sufficient, a large task still remains for the voluntary agencies, 
international organizations, and governments which have been helping refugees 
to become productive citizens of the free world. Communist tyranny and in- 
ternational conflicts are still creating new refugees and are causing continued 
tension among those refugees who have already spent years in camps or in a 
marginal existence. For the countries which first give these refugees haven, 
both the recent escapees and the older group of refugees constitute a source of 
political and economic pressures, especially since most of the asylum countries 
are already suffering from the effects of excess population pressures of their 
own nationals. 

The United States is interested in reducing as rapidly as possible the num- 
bers of refugees awaiting resettlement not only in the interests of the refugees 
themselves, but because the United States is alse interested in securing economic 
and political viability in friendly Allied countries which extend hospitality to 
the refugees in the first instance and must retain those for permanent care who 
cannot be moved onward to other countries of asylum. The United States is 
also interested in assuring that asylum shall continue to be available for 
refugees who seek freedom from communism, and that refugees have the right 
to elect or reject repatriation without duress. This is important to the free 
world as an answer to Communist propaganda and as an evidence of the con- 
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tinuing interest of the American people in all peoples under Communist domi- 
nation. This concern is shown by providing assistance to those whose opposi- 
tion to communism has made it necessary for them to flee their homeland. The 
United States has a particular interest in the prompt resolution of problems 
concerning disaffected refugee groups which might be exploited by the Com- 
munists as part of their propaganda or as a basis to charge the free world with 
indifference and insincerity. Lastly, the movement of refugees and migrants 
into countries where their knowledge and skills can be utilized adds further 
strength to the whole free world. 

To meet these and other allied United States objectives effectually, the Office 
of Refugee and Migration Affairs (ORM), Bureau of Security and Consular 
Affairs, has the general responsibility for the development, implementation, and 
coordination of United States Government policies and programs in refugee and 
migration matters. ORM coordinates and supervises United States activity in 
the three major programs in the refugee field: United States escapee program 
(USEP), Intergovernmental Committee for European Migration (ICEM), and 
the United Nations High Commissioner for Refugees (UNHCR). Particular 
caution is taken to assure no overlapping of activity or duplication of expendi- 
tures in these three programs, each of which concentrates on a specific aspect 
of the total problem: ICEM on the transportation of migrants and refugees to 
countries of second asylum overseas: USHP on the more recent escapees whose 
flight to freedom has political significance for the Western World in its struggle 
against communism; and the UNHCR who is concerned primarily with the re- 
establishment of the older group of refugees and with the legal protection of all 
political refugees. 

The Intergovernmental Committee for European Migration has as its purpose 
the movement of migrants and refugees from overpopulated areas in Europe to 
countries in need of manpower. Continuing authority for United States appro- 
priations for contribution to ICEM is provided in section 405 (a) of the Mutual 
Security Act of 1954, as amended. Organized at the initiative of the United 
States at the Brussels Conference on Migration in 1951, ICEM is now composed 
of 27 governments: Communist and Communist-controlled governments are ex- 
eluded from membership. Between February 1, 1952, and December 31. 1957, 
ICEM moved 713,700 migrants and refugees out of Europe. In 1957, 177,757 
persons were moved: the estimate of total movement in calendar year 1959 is 
145,100. To provide for the United States contribution to ICEM for these move- 
ments, an appropriation for fiscal year 1959 in the amount of $12,500,000 is re- 
quested. Of this amount, $925,511 is for administrative expenditure and $11,- 
574,489 for operational expenditures. The administrative expenditure contri- 
bution is obligatory on members while the operational expenditure contributions 
are voluntary. Since 1955, by administrative decision, the United States con- 
tribution to the operational expenditure may not exceed 45 percent of the cash 
contributions of all governments to this expenditure. 

The United States escapee program (USEP) provides reception, interim care 
and maintenance, and resettlement assistance to recent escapees from the Soviet 
Union and satellite countries in Europe and to selected escapee groups or in- 
dividuals in other areas of the world including Hong Kong and Macao. Its pur- 
pose is to serve United States interests by demonstrating the concern of the 
West for those who flee Communist oppression and seek asylum in the free 
countries of the world. This program, which has been carried on since 1952, will 
continue along the same general lines as in previous years. In 1959, however, 
because Hungarian escapees in Europe are no longer receiving special attention 
on the part of international organizations and the countries of the free world, 
they will be assisted as part of the normal caseload of USEP. It is therefore 
necessary to undertake the same painstaking effort in the resettlement of these 
refugees as has been necessary for some years with regard to Iron Curtain 
escapees of other nationalities. To carry forward the USEP in 1959, $8,600,000 
is requested. The direct appropriation to the United States escapee program in 
1958 was $5,500,000; however, funds for assistance to Hungarian escapees were 
provided separately in 1958 from the special assistance funds under the Mutual 
Security Act. The request for appropriations for 1959 of $8,600,000 is $2.969.600 
less than the total funds of $11,569,600 available to the escapee program in 1958. 

The UNHCR program, for which $1,200,000 is requested, was authorized by 
aT’. N. General Assembly resolution on December 2, 1957, to succeed the United 
Nations Refugee Fund (UNREF) which ends December 31, 1958. It is a pro- 
gram to which governments will contribute on a voluntary basis. The estab- 
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lishment of this new program recognizes the dynamic and unpredictable nature 
of the refugee problem and the fact that an international program continues 
to be necessary to meet urgent refugee situations that may arise in the future, 
It also recognizes that there will be certain unresolved refugee problems re- 
maining on December 31, 1958 (when UNREF terminates) which asylum coun- 
tries could not reasonably be expected to handle without international assistance, 
Had it not been for the Hungarian refugee emergency in late 1956 and 1957, 
these remaining problems would undoubtedly have been even smaller than 
they are. 

When UNREF was established in 1954 it represented the best thinking and 
the best planning which the interested members of the United Nations were 
able to bring to the refugee problem as it then appeared. The support which 
the program has since received from many governments and the results which 
have been achieved are ample evidence that this thinking and planning were 
basically sound. UNREF had, however, one fundamental fallacy which has 
since become apparent. It was a definite program involving a definite sum of 
money and a definite time period—and postulating, of course, a definable and 
static problem which it was supposed to eliminate. Experience has shown, how- 
ever, that the refugee problem is anything but static. It is continually changing 
in its nature, in its dimensions, and in its location. It is constant only in one 
respect: it will continue to exist as long as conditions exist which create it. 
It is not, therefore, a problem which can be defined at once for all time. It 
cannot be met by establishing a program for a specified number of years with 
a specified amount of money. Long before the allotted time has passed, the 
problem will have changed, casting doubt on the validity of whatever long-term 
planning might have been done. 

It was to secure recognition of this fact that the United States took the lead 
last fall in formulating and supporting the resolution which established the 
new UNHCR program. This new program will, we feel, be sufficiently flexible 
to meet changing situations as they occur. It will enable governments intel- 
ligently to determine on an annual basis the specific refugee problems toward 
which they wish to contribute during the next year. It will not, therefore, 
involve any long-term commitments or rigid long-term planning. It will, in 
effect, identify each year the most urgent parts of the entire refugee problem 
which can, as a practical matter, be eliminated or reduced by international 
effort during that year. It will permit countries to concentrate their contribu- 
tions on those refugee situations of particular interest to themselves (which 
should stimulate contributions from some countries who have contributed little 
or nothing to refugee programs in the past). The new program will be governed 
by an executive committee, on which the United States will serve, and which 
will approve specific programs and authorize appeals for funds. 

The UNHCR program will begin operations on January 1, 1959, and will in- 
volve four principal aspects, namely, camp closure, assistance to difficult cases 
living out of camps, operations in the Far East, and special emergency assistance. 
The total of our proposed contributions in 1959 is $1.2 million, which would be 
made subject to the condition that overall this amount would not exceed one- 
third of the contributions from all governments, although we might at some 
time want to take advantage of the flexibility of the new program by contrib- 
uting more than one-third to certain programs of the High Commissioner and 
less than one-third to others. At this point may I emphasize that the United 
States interests in the operational activities of the UNHCR are under the di- 
rection of the Office of Refugee and Migration Affairs, while the U. N. aspect 
of liaison and representation is centered, as it should be, in the Bureau of Inter- 
national Organization Affairs. 

The executive branch is convinced that it is in the United States interest 
to continue to support international efforts on behalf of refugees. Our par- 
ticipation in the new UNHCR program will continue to demonstrate our own 
country’s sincere and traditional interest in the welfare of the victims of 
political and religious persecution, while at the same time emphasizing our 
feeling that such burdens should be shared by all free countries. It will also 
demonstrate our support of the High Commissioner for Refugees himself, 
who has become a symbol of hope and of international concern to refugees 
everywhere, and whose high mission and prestige have made him an effective 
force for good in negotiations to better the lot of refugees. Even the Soviet 
and satellite governments, who deny all that he stands for, treat him with 
respect and caution, and have made significant concessions as a result of his 
intervention. Finally, our support will assure that the United States continues 
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to play a leading role in the formulation, guidance and direction of the program 
itself along sound and productive lines. 

We consider these to be compelling considerations which fully justify our 
proposed support for the UNHCR program. 

The program funds requested for the coming year for all 3 refugee programs 
total $22,300,000. This constitutes a reduction of $5,808,000, as compared with 
the total estimate for fiscal year 1958 of $28,108,000 and reflects the progress 
being made in fiscal year 1958. While there were accomplishments in various 
segments of the overall refugee program, the most significant achievement 
was in the resettlement and integration of the majority of the Hungarian 
refugees who fled from Hungary following the October 1956 revolt. Of the 
200,000 Hungarian refugees who escaped to Austria and Yugoslavia by the end 
of 1957, none now remain in Yugoslavia and only 18,000 remain in Austria. 
The complete removal from Yugoslavia within 1 year of all Hungarian refugees 
who wished to leave is an accomplishment unprecedented in refugee operations. 

The problem, therefore, of refugees and escapees is still of genuine import- 
ance. We have new escapees every month, we have Hungarians from the revolu- 
tion, and we have some older refugees still unsettled. The Department urges 
approval of the funds requested to carry on these programs as necessary to 
basic United States foreign policy objectives; as evidence of United States 
willingness to help the individual seeking freedom and individual dignity lost 
under tyranny; and as continuing aid to friendly allies who have the initial 
and major burden of refugees because of geographical location. 

With the permission of the committee, I will submit for the record detailed 


statements on the United States escapee program and the Intergovernmental 
Committee for European Migration. 





STATEMENT BY ROBERT L. OSHINS, SPECIAL ASSISTANT, OFFICE OF DEPUTY DIRECTOR 
FOR TECHNICAL SERVICES, INTERNATIONAL COOPERATION ADMINISTRATION, ON 
INTERREGIONAL EXPENSES 


The proposed expenses for fiscal year 1959 under this heading total $15,140,000. 
This will provide for the costs of necessary supplementary and technical back- 
stopping services for ICA technical cooperation and other programs which it is 
not practicable or economical, from an accounting standpoint, to charge directly 
to individual projects or country or regional assistance funds. No separate 
appropriation is requested to cover expenses incurred under this heading, in 
view of the fact that funds for this purpose are already included in the totals 
requested for technical cooperation and other categories of aid. 

The amounts included are closely related to the numbers of participants, tech- 
nicians, and other activities for which services must be provided, and thus can- 
not be adjusted significantly except as a result of corresponding adjustments in 
the size of the general technical cooperation and other programs which they 
serve. Even then there would be a time lag in possible adjustments of these 
costs, for reasons which are explained below. 

Thus, many of the costs included under this heading may be thought of as 
being like the cost of a large crate used to ship some household goods. The 
size of the crate cannot be independently determined; its minimum size is set by 
the size and shape of the furniture or other goods to be shipped. 

The costs involved differ from ICA administrative costs in that the purpose 
of the expenditures is to provide services to cooperating countries directly or 
indirectly, rather than the United States Government as such. They differ 
from regular ICA program expenses in that they are usually not directly 
requested by cooperating countries, but rather are requested by implication in 
the request for the basic assistance which these services support. Thus, for 
example, a country which requests ICA assistance in training a certain group 
of participants in a particular technical field will sign a request covering the 
transportation, per diem, and direct tuition expenses of the participants involved. 
This request should logically also cover the costs of providing a project manager 
to arrange the training; interpreters, where necessary; etc. However, it would 
be a complex and expensive cost-accounting operation to allocate such costs 
directly to each group of participants. These supporting costs are, therefore, 
charged to the interregional fund. 

For purposes of internal ICA handling, these interregional expenses are sub- 
divided into two categories—‘Interregional project expenses” and “Interregional 
program-support expenses.” The former covers primarily expenses which are 
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made through contracts with private firms, universities, etec., while the latter 
involves mainly technical services performed by United States Government- 
employed personnel, either directly in ICA or in other Government agencies on 
behalf of ICA. 

Under the provisions of section 522 (f) of the Mutual Security Act of 1954, 
as amended, these expenses for accounting and control purposes will be admin- 


istered in a single account, with periodic credits to this account of the amounts 
which relate to other appropriations affected. 


TYPES OF 





SERVICES PROVIDED 


Services to foreign participants receiving training in the United States or 
elsewhere.—Bringing an individual or group from a cooperating country to the 
United States or elsewhere, for training in or observation of advanced techniques 
in their particular field of interest, is a key element in all technical coopera- 
tion activities and is also an important aspect of some defense support and 
special assistance projects. To arrange a suitable training program, and carry 
it out effectively, necessarily requires an extensive array of technical supporting 
services. These include the time of project managers and training supervisors 
in ICA and other Government agencies or on contracts with private institutions: 
orientation; provision of interpreters, where necessary, refresher courses in 
English; accident and health-insurance coverage, etc. 

The total amount of the interregional expenses which are expected to be util- 
ized for such services to participants in fiscal year 1959 is $7.23 million. This 
compares with $6.71 million available for this purpose in fiscal year 1958 and 
$6.10 million in fiscal year 1957. Our latest estimates are that ICA and par- 
ticipating agencies will be called upon to handle about 8,500 participants in the 
United States in fiscal year 1959 (about 5,700 new arrivals and about 2,800 carry- 
overs from prior years) and that there will be about 1,700 participants in third 
country training locations in fiscal year 1959. This compares with about 8,100 
in the United States and 1,500 in third countries in fiscal year 1958 and 7,800 
and 1,200 respectively in fiscal year 1957. 

It should be pointed out that the numbers for which services are required dif- 
fer from the numbers of participants reflected in the fiscal year 1959 estimates 
for direct costs of technical cooperation and other activities since there is a time 
lag of several months between the provision of funds for a training project and 
the actual arrival of participants. Thus, the bulk of the participants arriving in 
fiscal year 1959 will have been funded from fiscal year 1958 appropriations, except 
for the service costs under discussion. 

Technical backstopping and support services for United States technicians in 
the field—Another major element in the technical cooperation program is the 
sending of United States technicians abroad to advise and assist cooperating 
countries in improving their technology in various fields. In fiscal year.1959 ICA 
expects to have 3,357 such technicians in the field on a direct employment basis 
and an additional 2,505 working under ICA-financed contracts with American 
universities, institutions, and business firms. This compares with 3,285 direct 
employees and 2,830 under contract in fiscal year 1958 and 2,852 and 1,750, re- 
spectively, in fiscal year 1957. To make the work of these technicians effective 
also requires a number of technical backstopping and support services. 

A technician in agriculture needs to have access to the vast storehouse of 
technical information and knowledge in his field which is available in the United 
States Department of Agriculture and the land-grant-college system. Similar 
backstopping services are furnished by almost all major agencies of the United 
States Government. The normal budgets of these agencies do not provide for 
financing these services and it is therefore necessary for ICA to reimburse such 
agencies for the expenses involved. The “Interregional expenses” item also 
covers the reimbursable administrative support services to these technicians 
provided by the Department of State in Washington and overseas on such mat- 
ters as payroll, transportation arrangements, personnel services, communica- 
tions, disbursing, etc., thereby eliminating to the maximum extent possible the 
establishment of separate ICA facilities for these purposes. 

Overseas personnel system.—There are certain “standby costs” which are 
essential to maintaining a corps of technicians in various fields ready and able 
to meet the requests of cooperating countries on short notice. ICA and its 
predecessor agencies have been handicapped in the past by the necessity of 
recruiting all technicians on an ad hoc basis, starting when a request came in 
from a country. With several years of experience of program requirements 
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behind it, it was possible in fiscal year 1958 for ICA to institute an overseas 
personnel program which provides for certain measures of advanced recruit- 
ment to anticipate needs and arrangements for maintaining technicians on the 
rolls for a limited period between assignments, recruiting and training junior 
technicians, and some retraining for technicians after a number of years in 
the field. It is planned to expand this program in fiscal year 1959. The costs 
of these arrangements are charged to the interregional expenses account. 

The total amount which it is anticipated will be required for services to 
technicians in fiscal year 1959 is $6.88 million. This compares with $5.95 
million in fiscal year 1958 and $5.06 million in fiscal year 1957. 

Other interregional expenses.—The interregional account is also utilized to 
finance certain other technical activities and services which contribute to the 
overall effectiveness of ICA assistance to cooperating countries. 

There are a number of forms of “nonpersonal”’ technical assistance to co- 
operating countries involving such small units of service that it is not feasible 
to document them as individual projects and charge them to each country’s 
allotment of United States aid. These include such matters as the handling 
of requests for information about various technical processes; the making of 
various studies of advanced agricultural techniques; and the preparation of 
analytical information on a variety of matters from low-cost-housing-construc- 
tion methods to United States labor practices. 

Major survey and construction projects proposed for financing from defense 
support or special assistance may require intensive technical review to assure 
the proposing country and ICA that they are sound from a technical and engi- 
neering standpoint. The costs of ICA technical staff and certain general 
contract engineering services used for this purpose are charged to the inter- 
regional expenses account. 

Such activities make up the final component in the interregional expense 
account. 

Altogether, these activities will require approximately $1 million in fiscal 
year 1959. 

OBLIGATION TRENDS 


Interregional expenses as proposed will total approximately $15,140,000 in 
fiscal year 1959 ($15 million technical cooperation and $140,000 special assis- 
tance) as compared with $13,930,000 available in fiscal year 1958 ($13,500,000 
technical cooperation and $430,000 other accounts). The major elements in this 
increase on the “interregional projects” side of the estimate are primarily for 
increased costs of providing interpreter and other services for the expected in- 
creased number of participants. This is also required because of the increase in 
the proportion of participants coming from less developed countries and there- 
fore requiring interpreter and other services. 

On the side of “interregional program support expenses,”’ the anticipated in- 
creases compared with fiscal year 1958 are largely attributable to: 

1. An increase of $285,000 in the overseas personnel program. This amount 
provides for approximately 28 man-years of employment plus travel and 
other expenses. 

2. An increase of $666,000 is required for State support to provide for the 
rising level of ICA programs, implementation of the vehicle replacement pro- 
gram, dependents medical care program, full year costs of USOM’s opened in 
fiscal year 1958, local wage and other price increases. 

The amounts to be utilized for interregional funds as described in this presen- 
tation do not include the costs of similar services to be provided in implementing 
the $8 million supplementary technical cooperation fund which was included in 
the Mutual Security Act as approved by the House of Representatives. Overall 
plans for use of this $8 million will be described elsewhere in the presentation. 

Further, there are a number of new approaches to some of ICA’s problems 
which are currently under discussion. These include such ideas as special 
efforts to work with United States industry, banking, and other organizations 
to help increase private investment overseas; assistance in developing and 
adapting certain new products, specially needed in less developed countries, such 
as low cost pumps; and developing special methods of helping cooperating coun- 
tries to increase their supply of managerial and other high level manpower. 
Some expenditures for research and pilot testing of these and similar ideas may 
be required in fiscal year 1959 and would normally be financed through the inter- 
regional fund. However, since they are not far enough along to be predictable, 
no provision for them has been made in the amounts here presented. It may 
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however, be necessary to transfer additional funds from other accounts to the 
interregional fund for such purposes. 


STATEMENT OF HART PERRY, DEPUTY MANAGING DIRECTOR FOR LOAN OPERATIONS, 
DEVELOPMENT LOAN FUND 


Mr. Chairman and members of the committee, last week Mr. Dillon and Am- 
bassador McIntosh explained the need for at least $625 million of additional 
capital for the Development Loan Fund, and pointed out why the House reduc- 
tion in requested fiscal year 1959 appropriations for the Fund would have 
extremely serious consequences for the United States. 

Today I should like to discuss with you the manner in which the Fund, which 
was established on a new basis as an independent public corporation only 2 weeks 
ago, will be administered in fiscal year 1959, the costs of such administration, 
and the way in which the House action on our administrative expense request 
for fiscal year 1959 will impair our ability to carry out our statutory functions. 

I should note, to begin with, that we are not seeking an additional appropria- 
tion to meet the administrative expenses of the DLF. Rather, the Congress has 
been asked to approve an administrative expense limitation of $1.5 million for 
fiscal year 1959 activities of the Fund. The limitation represents a “ceiling” on 
the amount of corporation capital that can be used for the costs of administering 
the DLF. 

The House reduced the limitation requested by the executive branch by 
$500,000, or one-third. The size of this reduction is such as to impair seriously 
our ability to administer the Fund effectively. Regardless of the amount of new 
funds made available for obligation, we now have on hand and expect to receive 
a substantial volume of applications which must, in any case, be processed. 
Furthermore, we have signed, or plan to sign, loan agreements with fiscal year 
1958 funds which must be administered and supervised. Consequently, if the 
House cut is allowed to stand, it will be necessary to: 

1. Decrease to a dangerous extent the intensity and quality of technical review 
of loan proposals ; 

2. Cut back in the administration of loans already made to a point where it 
might be impossible to give adequate supervision and audit. 





















































ORGANIZATION, OPERATION, AND STAFFING 





Before going further into the request for funds and the implication of the cut, 
I think it would be helpful to the committee for me to explain how this new and 
independent corporation plans to organize, operate, and staff. 

As you recall, Congress appropriated funds last year in the Mutual Security 
Act of 1957 for the initiation of a new approach to the problem of strengthen- 
ing the economies of the underdeveloped areas of the free world through the 
Development Loan Fund. The activities of the Fund in fiscal year 1958 were 
carried out as a part of the International Cooperation Administration. However, 
the Mutual Security Act of 1958, as recently enacted, established the DLF as 
a separate Government corporation under the overall management of a Board 
of Directors, consisting of the Under Secretary of State for Economie Affairs, as 
Chairman, the Director of the ICA, the Chairman of the Board of Directors of 
the Export-Import Bank, the United States Executive Director on the IBRD, 
and the Managing Director of the Development Loan Fund. The Fund, operating 
under the foreign policy guidance of the Secretary of State, is authorized to make 
loans, credits, or guaranties, or to engage in other financing operations (except 
grants or direct purchases of equity securities) in carrying out its responsibilities 
for assisting underdeveloped countries to increase their economic resources 
and production capabilities under the free enterprise system. 

Within general criteria laid down by Congress, the President and the Board 
of Directors, staff of the Fund is responsible for the review of and recom- 
mendations regarding individual applications, negotiation of loan agreements, 
and supervision of the administration of loans. 

The staff is presently organized into four major divisions. The Office of the 
Deputy Managing Director for Finance and Development is responsible for 
overall financial policy, for development of new programs, and for stimulating 
private investment abroad. The Office of the Deputy Managing Director for 
Loan Operations is responsible for technical review and analysis, for recom- 
mendations regarding each loan, and for arranging for loan implementation. 
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In addition, the corporation has an Office of the General Counsel, providing 
legal services connected with the program, and an Office of the Secretary to 
provide management services to the staff and to the Board of Directors. 

Our present staff has been largely drawn from Federal agencies, although 
several of the key employees have come directly from private life. Six key 
persons, including the Managing Director of the Fund, have had experience or 
held positions of responsibility in banking institutions. The Deputy Managing 
Director for Finance and Development has had well over 30 years of banking 
experience, 3 others with extended banking experience serve in the capacity of 
loan officers, and one is employed as an Assistant General Counsel. Many of 
the other professional members of the staff have had experience in private 
business, in various aspects of international trade, in loan program financing, 
in economic analysis, and in foreign operations. 


BASIS FOR COST ESTIMATES 


Our estimate that it will take $1.5 million in fiscal year 1959 to administer 
an organization such as this takes account of three particularly critical factors: 

1. A forecast of increased loan analysis and processing arising out of our first 
6 months of experience. 

2. The fact that additional tasks will be undertaken in fiscal year 1959 as the 
Fund gets into the administration of loans already concluded. 

3. The effect of a method of operations which should achieve savings through 
the use of the services of other agencies wherever possible. 


Increased workload 


The workload of loan analysis and processing will increase significantly in 
fiscal year 1959. The Fund has thus far recorded the receipt of $2.2 billion 
worth of formal proposals, covering over 400 development activities in 438 dif- 
ferent countries. In addition, the DLF has received more than 700 inquiries 
from various foreign and United States business people that have not been 
classified as formal applications. Of this amount, the Fund has approved loans 
in an amount of $267 million worth and has rejected or referred to other agen- 
cies about $300 million worth. The balance representing almost $1.7 billion has 
been carried into fiscal year 1959 for the completion of processing, evaluation, 
and recommendation. In addition, $1 billion in new proposals is expected, so 
that the DLF will have about $2.7 billion of applications to consider in fiscal 
year 1959. Loan approvals are expected to increase from 24 in fiscal year 1958 
to about 75 in fiscal year 1959. 

New tasks 


It will also be necessary for the DLF to assume additional functions in fiscal 
year 1959 that were not immediately required in fiscal year 1958. For example, 
it will be necessary to provide for field audit and surveillance of DLF loans, 
to arrange for and operate appropriate loan accounting systems, to oversee the 
negotiation of contracts and purchases, and to evaluate technical progress on 
construction jobs. These activities are required only after loan agreements are 
concluded. Whereas only a few loans were in the process of implementation 
in fiscal year 1958, and these only in the last month or two, in fiscal year 1959 
nearly 75 will be in this stage. 


Method of operations 


Insofar as our method of operations go, we hope to keep the staff of the corpora- 
tion as small as possible in fiscal year 1959—about 50 persons—and to utilize 
available services of other agencies to the maximum possible degree. The Fund 
will have no overseas staff, but will rely upon the United States operations mis- 
sions and embassies abroad to receive applications, to assist in their review and to 
supply such information as the Fund may require. We will seek advice from the 
Export-Import Bank, the IBRD, the Department of State, the ICA and others. In 
addition, to the extent it is practicable, our technical review, loan administration, 
and administrative support will be provided by ICA, the Export-Import Bank, 
and others on a reimbursable basis. This should make possible substantial 
savings compared to financing an entirely self-contained organization, since we 
will reimburse only for the additional costs involved in servicing the Fund and 
not for the overhead expenses which will be incurred in any case by the contract- 
ing agency. Thus, the Fund will receive these overhead services cost free. 
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NATURE AND COMPOSITION OF COSTS 


On the basis of these three critical considerations we have estimated that $15 
million will be required to administer the Fund during its first full year of 
operation and, now, as a separate corporation. It should be noted here that 
comparable cost figures for fiscal year 1958 are not available for a variety of 
reasons. In the first place the actual work of examining loan applications was 
underway for only 6 months of fiscal year 1958 and even during that period con- 
sisted of a gradual buildup in activity. In addition, the DLF last year drew 
heavily upon services provided by personnel of ICA and other agencies on a non- 
reimbursable basis. Cost records were maintained only on the staff immediately 
assigned to the manager and financed directly from the general mutual security 
expense appropriation. 

The fiscal year 1959 costs of the Fund fall into two major categories: Personal 
and contractual services. 
Personal services 

During fiscal year 1958, a staff of 41 persons has been assembled. The estimate 
for fiscal year 1959 calls for a buildup of up to approximately 50 persons at a cost 
of $395,000. The staff in fiscal year 1959 will be about half professional and 
technical. The slight increase in total staff for fiscal year 1959 will permit the 
Fund to round out its present staffing so as to have on hand the selected skills 
needed for a year of comprehensive operations. Small increases are anticipated 
in the Office of the General Counsel to assist in the additional workload in pre- 
paring agreements, in the Office of the Deputy Managing Director for Finance 
and Development to assist in the stimulation of private enterprise, and in the 
Office of the Deputy Manager for Loan Operations to handle the flow of loan 
proposals. 

The Fund intends to keep its own staff toa minimum. Only if timely, effective, 
and economical services are not available on the reimbursable basis planned, will 
the Fund have to revise its current staffing plans. 


Contractual services 


The major portion of the proposed limitation, accounting for $889,855 or 60 
percent of the total, is for the contractual services to be performed by other 
agencies. The agencies which will be reimbursed have not made provision for 
such costs in fiscal year 1959. By including such costs only within the DLF 
limitation, it is possible to show in one place all of the costs involved in adminis- 
tering the Fund. 

Many of these services, as indicated above, represent functions which were not 
required last year, such as accounting for and auditing of loans, arrangement 
of repayment procedures, GAO audit services, engineering evaluation of con- 
struction activity and supervision of contracting and purchase transactions. An 
expansion in the amount of technical review services will also be required, 
because of the substantial number of loan applications yet to be fully processed, 
and the significant influx of new proposals expected in fiscal year 1959. 

Briefly, the services to be purchased include: 

(1) ICA contractual services relating to accounting, financial reporting, re- 
view of financial documents, disbursing, auditing and end-use checks in Wash- 
ington and the field; 

2) Technical review of projects in Washington and the field by ICA and 
other Government and private organizations to determine engineering feasibility 
und advisability, adequacy of outside investigations concerning such matters 
as suitability of project sites, availability of raw materials, transportation 
and plant services, as well as review of engineering design, field construction 
and project operations ; 

(3) Loan administration services by the Export-Import Bank in notifying 
borrowers and ICA auditors of repayment status, collection, recording and 
deposit of repayments and maintenance of records relating to these functions; 

(4) Auditing services of the General Accounting Office as required by the 
Government Corporation Control Act; 

(5) Administrative support services by the ICA, Department of State, and 
other Federal agencies for activities, such as payrolling, security investigations, 
property management, maintenance of personnel records, procurement services, 
health service facilities, repair of equipment, guard services and contributions 
required for Federal employees life insurance. 

These services are described in detail in annex B of the budget document 
which we have submitted to this committee. 
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Other costs 


The balance of the limitation—$214,950—will provide for necessary rental 
of space, telegraph, telephone and cable services, printing and reproduction, 
supplies, materials and equipment, mandatory payments to other Federal agen- 
cies for civil-service retirement, staff travel connected with review and imple- 
mentation of loans, and penalty mail costs. These costs, which comprise less 
than 15 percent of the total limitation, are described in more detail in our 
budget justification. 

IMPACT OF HOUSE CUT 


If the one-third reduction by the House in our requested administrative 
expense limitation were to stand, it would of necessity be applied largely to reim- 
bursable services. The staff of the Fund could not be reduced below the pro- 
jected level without seriously impairing the basic and essential operations which 
must be carried out if the Fund is to function at all. For example, the DLF 
staff is basically responsible for the disposition of loan proposals. Each pro- 
posal is unique and must be handled on an individual basis. Whether or not 
it is approved for loan action, and even if a decision is made to defer its imme- 
diate consideration, it is still necessary to provide for some degree of review and 
evaluation. Therefore, the workload of DLF staff with respect to loan appli- 
eations will not vary directly with the amount of funds appropriated by Con- 
gress. A workload related to the current $1.7 billion of proposals on hand, and 
the $1 billion more anticipated in fiscal year 1959, will still have to be met. 

Because it would be necessary to apply the major portion of the proposed 
House reduction of $500,000 to reimbursable services, the effects of that cut 
would be as follows: 

1. A decrease in the extent, the intensity, and the quality of technical review 
that could be provided for individual loan proposals. This would make it 
extremely difficult in assuring that funds go to sound, well-conceived develop- 
ment projects. 

2. A reduction in the pace of technical review which would result in creating 
a substantial backlog of unevaluated applications. The extended delay which 
would be incurred before applicants could be advised on the suitability and status 
of their loan proposals might well create difficulties for this country in its rela- 
tionships with other nations. 

3. Reduction of the extent to which followup could be made on loans already 
concluded and anticipated to be negotiated. This would create serious problems 
in providing the type and extent of supervision and audit that should go into 
development loans if sound business practices are to be observed. 

Therefore, I do not believe that the DLF could effectively perform the task 
set before it by Congress if the House reduction in administrative expense is 
permitted to stand. 

I strongly recommend that this committee restore our limitation to the pro- 
posed amount of $1.5 million which represents the cost of the first full year of 
operation of this new corporation. I believe that this amount—only three-tenths 
of 1 percent of all estimated fiscal year 1959 obligations—represents a very con- 
servative estimate of the funds required to carry out our assigned functions. 


STATEMENT BY WILLIAM P. SNow, Deputy ASSISTANT SECRETARY FOR INTER- 
AMERICAN AFFAIRS 


Mr. Chairman and members of the committee, I welcome the opportunity to 
appear before you in support of the mutual security program in Latin America 
for the fiscal year 1959. We are here primarily to support the administration’s 
request for the full amount authorized for special assistance, but I also wish 
to endorse the other requests for Latin America, particularly that involving 
bilateral technical cooperation which I feel plays a most important role in our 
relations in this hemisphere. 

The developments that are taking place in Latin America are of intimate con- 
cern to the United States. As we have said on a number of occasions, the United 
States places the highest priority on maintaining and furthering friendly rela- 
tions with that area. One of the bulwarks for maintaining these relations is the 
mutual security program. 

A basic objective of United States policy in the economic field is to make as 
effective a contribution as possible to the efforts of Latin American countries 
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themselves to develop and maintain stable, healthy, national economies. The 
security and well-being of the people of the United States depend to a large extent 
on our being surrounded in this hemisphere by strong, prosperous neighbors. It 
is therefore in our interest to offer constructive, cooperative help to our sister 
republics. 

Although the international Communist conspiracy may not present as imme- 
diate a threat to the Western Hemisphere as to some other parts of the world, 
the United States must face the fact that the Communists have both immediate 
and long-range objectives involving Latin America as elsewhere. Ultimately, 
of course, they would like to seize power. With their subversive elements al- 
ways alert to take advantage of any opportunity, the Communist apparatus re- 
quires constant watching. In the face of this situation I would be more than 
remiss if I did not point to the possible dangers facing us from the evidence that 
the Soviet Union is intensifying its economic and political offensive in many 
parts of the world, including Latin America. 

The Soviet Union in its propaganda professes to be sincerely interested in 
trade expansion. Trade is but another avenue the Communists employ in their 
plans of subversion. It is one against which nations must take precautions, 
Some Latin American countries with abnormally large supplies of raw materials 
which they are not able to place through normal export channels desire to 
examine trade with the Soviet bloc with an eye to reducing these surpluses or 
utilizing credits which have accumulated in their favor from previous trade 
relations. Although Latin American trade with the Soviet bloc has been de- 
clining, and in 1957 represented less than 2 percent of all Latin American trade, 
it was concentrated in four important countries of the area: Argentina, Brazil, 
Cuba, and Uruguay. Reportedly the Soviets have also been making offers of 
investments and technical assistance in a number of countries. The precise 
facts are difficult to determine. Whatever its extent, this apparent Soviet bloc 
economic offensive is a challenge and requires increased vigilance on our part. 
We must see to it that our genuinely effective cooperation under the mutual secu- 
rity program remains available to Latin America when needed. Its extension 
is in our mutual and long-range interest. 

For the most part Latin American capital requirements, which are great and 
increasing, are being met by private investment and loans from private banks 
and existing public institutions such as the Export-Import Bank, the Inter- 
national Bank for Reconstruction and Development, and the International Fi- 
nance Corporation, but there are gaps which still need to be filled, if the 
obstacles to economic progress, which apply in varying degree to most countries 
of the area, are to be overcome. In addition to making available our know-how 
and experience under the technical cooperation program, the new Development 
Loan Fund is an important adjunct, as are the local currency loans we are mak- 
ing from the proceeds of the sale of United States surplus agricultural com- 
modities to fill these gaps. In addition the United States stands ready to extend 
special assistance to meet emergencies and natural disasters which the Latin 
American countries cannot solve with their own resources. We have been pleased 
to be able to make such contributions to the development of the economies of the 
various Latin American countries. The period ahead is expected to be most 
important in maintaining this cooperative and mutually beneficial relationship. 

We are asking for special-assistance funds in fiscal year 1959 in the amount 
of $23 million to meet emergencies in Bolivia and Haiti and for certain regional 
projects. Our aid is predicated on the following: 

(a) In 1952, in the aftermath of a revolution, Bolivia undertook a series of 
far-reaching measures, the immediate effects of which were sudden and drastie 
changes in the country’s traditional economic and social patterns. The resulting 
economic dislocations, superimposed on Bolivia’s already precarious economy, 
brought the country near to bankruptcy, and its currency to the brink of run- 
away inflation. 

In order to help forestall chaos, and to afford Bolivia an opportunity to take 
steps leading to the development of her natural resources and the achievement 
of a diversified and stable economy, the United States provided Bolivia with 
grant aid to insure that minimal food requirements and other essential imports 
could be obtained. The United States also provided technical cooperation and 
economic-development aid to hasten the day when the Bolivian economy would 
no longer require such outside support. 

In the United States program of economic aid to Bolivia, three stages were 
necessary: the emergency stopgap period, support for a subsequent stabilization 
effort, and a period of promoting economic development based on conditions 
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to be created through stabilization. Prior to fiscal year 1957 our efforts fell 
almost entirely within the first stage. In fiscal year 1957 our program combined 
both the first and second stages. The fiscal year 1958 and fiscal year 1959 
programs are directed toward the second and third stages. 

An analysis of the Bolivian economy, a year and a half after the promulgation 
of stabilization decrees, provides evidence that tangible progress has been 
made in terms of unifying exchange rates and freeing the economy, promoting 
monetary stabilization, attracting foreign investment, and in general preparing 
the ground, as well as the atmosphere, for accelerated economic growth. How- 
ever, Bolivia, at present largely dependent for its income on production and 
export of nonferrous metals, has been badly hit by the depressed situation of 
those commodities during the past year and the road to economic stability and 
health is still steep and rocky. 

(b) Haiti has also been faced with a series of difficulties with which it has 
not been able to cope with its own resources. United States relief was supplied 
after the devastating hurricane in the autumn of 1954. In late 1956 and early 
1957 drought in the north and floods in the south caused a new setback. The 
coffee crop for the year beginning November 1956 (which normally represents 
70 percent of Haitian exports), was disastrously low and a prolonged government 
crisis which began in December 1956 with the fall of the Magloire government 
continued until October 1957 when the duly elected Government of Dr. Duvalier 
took office. All of this brought on or aggravated a steady economic and financial 
deterioration which the United States sought to help the Haitians arrest and 
reverse in order to restore a modicum of stability. 

The United States has worked with the Haitians in planning, financing, and 
executing joint projects to increase agricultural production, especially needed 
food crops, principally through construction of irrigation facilities and access 
roads. Although the balance of payment gap facing Haiti was, to a large 
extent, filled by the various types of United States relief and assistance, the 
tapping of unofficial financial resources abroad, and deferment of payments 
on foreign debts, nevertheless the dollar reserves of the National Bank of Haiti 
declined. Latest reports however, indicate that international reserves are 
increasing slowly, Haiti is repaying its debt arrearages, but the economic 
situation still remains uncertain. 

It is expected that Haiti will continue to need United States aid in fiscal year 
1959 for the successful carrying out of development projects considered neces- 
sary if Haiti is to maintain political stability and achieve a degree of economic 
progress. 

The principal regional projects planned in Latin America using special assist- 
ance funds are civilian-type equipment and training of engineer units for con- 
struction of useful public projects. Several Latin American countries have indi- 
cated their desire to train and equip part of their armies or national guard to 
make a more important contribution to economic development. Projects in 
which such forces might be used include the construction and maintenance of 
roads and airports, wherever private initiative is unavailable. A pilot project 
of this kind was initiated in Honduras in fiscal year 1958 and a number of other 
countries (Costa Rica, Colombia, El Salvador, Guatemala, Panama, Paraguay, 
and Peru) have indicated a desire to enter into similar arrangements. It would 
be unfortunate if such a worthwhile effort to utilize military or national guard 
forces for such a construction purpose could not be encouraged. 

Our bilateral technical cooperation program, which started in 1942, has made a 
practical long-term contribution to Latin America’s progress in economic devel- 
opment. This progress, although it varies in each of the countries, has been 
generally forward, and the advance supported in no small measure by the ex- 
perience and know-how gained from our cooperation. Through the grass-roots 
approach of the technical cooperation program, we are trying to help the Latin 
American peoples, as well as technicians and Government officials, to under- 
stand the economic revolution going on around them. Within our capabilities, 
and their willingness to accept our cooperation, we are trying to help them 
achieve that balanced economic and social development so necessary to solid 
and permanent growth. 

Finally, I wish to endorse the request for $1.5 million as our contribution to 
the 1959 technical cooperation program of the Organization of American States. 
Perhaps at no time in our history is it more important for the United States 
to encourage the nations of the Western Hemisphere to continue their effective 
participation in this body. 


: 
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This organization conducts a small multilateral technical cooperation program 
which the United States supports on a voluntary basis in conjunction with al] 
of the other American Republics. This technical cooperation program is unlike 
the United States bilateral and United Nations programs, which provide tech- 
nical assistance to individual countries, in that it consists entirely of regional 
training activities at regional training centers. The OAS technical assistance 
funds are used to support special training staffs and to provide fellowships for 
trainees from all of the countries of Latin America to attend the centers which 
have been established in conjunction with existing educational facilities, or to 
attend special seminars, workshops, et cetera. 

For each of the first 4 years of the program (1951-54) the United States 
pledged $1 million with the proviso that the United States contribution not 
exceed 70 percent of total contributions. Because of increasing interest in the 
program, the United States has, since 1955, pledged $1.5 million annually sub- 
ject to the same proviso. Although the other 20 American Republics have not 
yet pledged and contributed funds sufficient to draw down the full $1.5 million 
pledged by the United States, their contributions have been increasing slowly. 
The unused portion of any United States pledge is returned to the United States 
Treasury after due time is allowed for the other countries to fulfill their pledges. 
We propose again to limit our pledge to 70 percent of the total contributed by 
participating governments. This percentage was chosen in recognition of the 
limited number of contributors to the program and of our predominant economic 
position. Our national income is approximately 88 percent of the total national 
income of all the 21 American Republics. 

Apart from the direct benefits to be derived from this program there is an 
important byproduct of interest to the United States. In this multilateral pro- 
gram the 21 American Republics are finding a satisfying opportunity to work 
together for their mutual benefit, and, I believe, this program will in time be 
one of the most effective sponsored by the Organization of American States. 





STATEMENT OF FRANCIS O. WILCOX, ASSISTANT SECRETARY OF STATE FOR 


INTERNATIONAL ORGANIZATION AFFAIRS ON THE UNITED NATIONS CHILDREN’S 
FUND 


FISCAL YEAR 1959 


This statement is submitted in support of the request for an appropriation of 
$11 million for contribution to the calendar year 1959 program of the United 
Nations Children’s Fund (UNICEF). This is the same amount that was ap- 
propriated for calendar year 1958. 

UNICEF is a United Nations agency which was set up by the General As- 
sembly in 1946 to assist in meeting the emergency needs of children in Europe 
following World War II. Since then it has been developed into a worldwide 
program devoted to improving the health and welfare of children and mothers. 
The overwhelming majority of its resources are used to operate programs in 
under-developed regions. In 1957 UNICEF programs were in operation in 104 
countries and territories benefiting over 45 million children and mothers. 

Government contributions to UNICEF are made on a voluntary basis, and 
support for the program has grown steadily. For example, in 1953 a total of 
$14.3 million was contributed by 46 governments whereas in 1957 contributions 
of $18.2 million were made by 81 governments. 

The United States has been contributing to UNICEF since its inception in 
1946. On the basis of the 1958 fiscal year authorization and appropriation an 
amount of $11 million has been pledged for the calendar year 1958 program. 
Since contributions from other governments have increased substantially on 
a year to year basis, the United States has been able to decrease the percentage 
of its contribution from 72 percent in 1952 to 52.5 percent in 1958, while at the 
same time total funds available to the program has increased. It is proposed 
that the percentage of the United States contribution be further reduced to 50 
percent for 1959. 

In addition to cash contributions received by UNICEF, its programs receive 
extensive local contributions known as “internal matching.” For program allo- 
cations made by UNICEF in 1957 totaling $24.1 million, assisted governments 
committed themselves to spend the equivalent of $57.7 million, or an average 
of $2.39 for each $1 received from UNICEF. These local contributions include 
services of local personnel, transportation, and locally available supplies, equip- 














“—- we 


MUTUAL SECURITY APPROPRIATIONS, 1959 411 


ment, and facilities. Such large scale local support indicates the deep interest 
in UNICEF projects on the part of assisted governments. 

UNICEF works closely with the World Health Organization (WHO) and 
the Food and Agriculture Organization (FAO), which are concerned generally 
with matters of health and nutrition. UNICEF provides the supplies and 
equipment which are not available locally. WHO and FAO, as appropriate, 
provide the technical knowledge and advice requested by assisted governments 
in the planning and execution of programs. This basic difference in function 
simplifies coordination and assures that the health, nutrition, and welfare pro- 
grams of the three agencies are part of a unified approach in meeting the needs 
of children. 

UNICEF does not assume responsibility for starting and carrying out child 
health and welfare programs. It tries to encourage and assist governments to 
develop and expand their own programs which they will ultimately be able 
to carry on without UNICEF assistance. The principal areas of UNICEF 
activity and program forecasts for 1959 totaling $22,100,000 are: 

1. Basic maternal and child health and welfare services, including the 
establishment of rural health centers and clinics and the training of nurses 
and midwives. The program forecast for these services in calendar year 
1959 is $5,105,000. 

2. Mass health campaigns against such crippling and killing diseases as 
malaria, yaws, tuberculosis, trachoma, and leprosy. The effect of these 
activities is dramatically apparent if we consider that the crippling and in- 
fectious disease of yaws, for example—which can almost always be cured 
by one 10-cent shot of penicillin—afflicts an estimated 50 million people, 
half of them mothers and children and most of the remainder who have 
had the disease since childhood. Malaria strikes 200 million persons each 
year, 2 million of whom it kills. The toll of such diseases, not only directly 
in human life but also in the vitality and productivity of nations, is almost 
incalculable. The program forecast for mass health campaigns in calendar 
year 1959 is $10,211,000. 

3. Activities to improve nutrition including long-range child-feeding pro- 
grams and the increased production and use of milk. Nutrition programs 
in calendar year 1959 are expected to cost $5,784,000. 

4. Emergency assistance for the victims of catastrophes such as earth- 
quakes, floods, droughts, and famines, where the welfare of the child popu- 
lation is seriously affected. It is estimated that $1 million will be needed 
for emergency assistance in calendar year 1959. 

Moreover, 45 million children and mothers in more than 100 parts of the 
world received direct benefits from UNICEF-aided programs in 1957, by far the 
largest numbers being in the underdeveloped areas where poverty and disease 
are common. The significance of this work from a humanitarian, an economic, 
and a political point of view is, I think, obvious. It seems clearly in the United 
States interest to continue our leadership in providing generous support to 
this program. 





STATEMENT OF FRANCIS O. Wiicox, ASSISTANT SECRETARY OF STATE FOR INTER- 
NATIONAL ORGANIZATION AFFAIRS ON UNITED NATIONS EXPANDED TECHNICAL 
ASSISTANCE PROGRAM AND SPECIAL PROJECTS FUND 


FISCAL YEAR 1959 


The administration is requesting an appropriation of $20 million for the con- 
tribution of the United States to the United Nations expanded technical assistance 
program and the new, related special projects fund for calendar year 1959. 

The amount of $15.5 million was appropriated by the Congress for fiscal year 
1958. This was pledged to the United Nations program with the proviso that the 
United States contribution would not exceed 45 percent of total contributions, 
which was the limitation included in the legislation last year. 

The appropriation requested for fiscal year 1959 will cover a United States 
contribution to the expanded technical assistance program to which we have 
been contributing in the past and the new special projects fund which was 
approved by the General Assembly in December 1957. The two programs are 
very closely related; both will provide technical assistance for the economic 
development of underdeveloped countries. Since the special projects fund is an 
outgrowth of the expanded technical assistance program, the latter should be 
described first. 
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EXPANDED TECHNICAL ASSISTANCE PROGRAM 


The United States has found it wise to support technical assistance through 
multilateral channels for several good reasons. 

(1) Participation in international programs in which other governments 
share the cost is more economical for the United States than bearing the cost 
alone. 

(2) Many countries—particularly the new and sensitive countries—prefer 
to request assistance from an international organization of which they are 
members and to which they contribute rather than from an individual foreign 
government. This does not mean that they do not know and recognize where 
the largest portion of international aid comes from. Much good will accrues 
to the United States from its strong support of technical assistance activities 
of international organizations—at times a good will which we could gain no 
other way. 

(3) Experts are recruited from 61 other countries, both lessening the de- 
mand on United States manpower in fields where United States experts may 
be scarce, and often substantially lessening the Cost of such expert services, 

As you know, the expanded technical assistance program of the United Nations 
was established in 1950 and has been providing technical assistance in gradually 
increasing amounts since its inception. During the life of the program total 
contributions from other governments have doubled. In 1950 other govern- 
ments contributed $8 million; for 1958 their contributions will exceed $16 
million. During. this same period the United States contribution increased 
from $12 million in 1950 to $15.3 million for 1957. Thus, while the total avail- 
able has steadily increased, the United States has been able to decrease its 
percentage from 60 percent in 1950 to 45 percent for 1958. Although the United 
States pledge for 1958 is $15.5 million, the amount actually paid by the United 
States for 1958 will be only about $13.7 million because of the 45 percent limita- 
tion on the United States contribution. 

In addition to their payments to the central account, recipient countries con- 
tribute very large amounts in money and in kind to the local costs of projects. 
For 1958 these local contributions are estimated at $67.5 million which is more 
than twice the amount contributed to the central fund. It is worth noting 
that when these contributions are taken into account, the United States share 
of the total program is about 15 percent. 

As the U. N. program has grown, so has the capacity of less-developed coun- 
tries to use assistance effectively. Indeed, this fact is a measure of success, 
for sound basic development makes possible and encourages further develop- 
ment. The emergence of some 20 newly independent countries in recent years 
has inevitably added to the increasing (and increasingly vocal) needs of under- 
developed countries for more technical assistance on a multilateral basis. 

The expanded technical assistance program is carried out by the United 
Nations and its specialized agencies—Food and Agriculture Organization, World 
Health Organization, United Nations Educational, Scientific and Cultural Or- 
ganization, International Labor Organization, International Civil Aviation Or- 
ganization, International Telecommunication Union, and World Meteorological 
Organization. These agencies provide experts, training both at home and abroad, 
and a limited amount of equipment to underdeveloped countries at their own 
request. The primary emphasis, of course, is in the fields of health, agriculture 
and education, although assistance is also provided in industrial development, 
aviation, telecommunications and other specialized areas. 

The program is financed by annual voluntary contributions from governments 
to a central fund. Governments announce their pledges for the following cal- 
endar year at a pledging conference in the fall. In order for a United States 
pledge to be made in October 1958 for calendar year 1959, the appropriation of 
funds for fiscal year 1959 is now requested. 


Special projects fund 


There has been growing pressure in recent years from underdeveloped coun- 
tries for an international development fund to be administered by the United 
Nations. In the summer of 1957 the Economic and Social Council passed a 
resolution urging the General Assembly to proceed with the establishment of a 
Special United Nations Fund for Economic Development (SUNFED). The 
United States has consistently opposed such a move on grounds that adequate 
funds would not be available to make a multilateral economic development fund 


meaningful until such time as there had been substantial progress toward inter- 
national disarmament. 
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At the 12th General Assembly, which convened in September 1957, the United 
States was faced with the alternative of having SUNFED established over its 
opposition, or of proposing some other concrete and feasible measure which 
would aid the economic development of the less developed countries, but would 
be more capable of realization than SUNFED. The United States took the 
initiative in proposing a substantial enlargement of the U. N. expanded tech- 
nical assistance program from its present level of about $30 million to about 
$100 million including the establishment of a related special projects fund. 

The Special Projects Fund, as proposed by the United States, would be 
integrally related to the expanded technical assistance program and specifically 
earmarked for such technical development projects as would provide concen- 
tration in depth on surveys, research, and training projects of basic importance 
to successful economic growth, many of them regional in scope. This fund 
would help finance such projects as intensive surveys of water, mineral, and 
potential power resources, the establishment, including staffing and equipping, 
of training institutes in public administration, statistics and technology, and 
of agricultural and industrial research and productivity centers. It is true 
that the United Nations expanded technical assistance program now operates 
in these fields in a limited way. The needs of the less developed countries 
requesting assistance from the United Nations are great, however, and it has 
not been possible to provide more than a few experts and fellowships in re- 
sponse to any individual country’s request. The new fund will enable the 
U. N. to give more systematic assistance in the fields listed and to support proj- 
ects which require more sustained efforts. 

The proposed Special Projects Fund is not an international capital develop- 
ment fund. It will not provide capital to build bridges, dams, roads, power- 
plants, or houses. It will help provide the basic data and economic framework 
which must be the basis for sound economic development in any country. 

The General Assembly resolution provides that the existing administrative 
machinery will be used to the maximum extent possible in the administration 
of the Special Projects Fund. A Preparatory Commission of 16 governments 
was established to work out the organizational and administrative arrange- 
ments which will be required for the program, to define the precise type of 
projects which the Special Projects Fund will carry out, and to assess the re- 
sources which governments might be prepared to make available to the fund. 
The Preparatory Commission met this spring and has prepared a report on 
these problems which will be considered by the Economic and Social Council 
at its session this summer. The proposed arrangements will be submitted to 
the General Assembly this fall and we plan that the Fund can begin operation 
January 1, 1959. 

The Special Projects Fund falls far short of the hopes of the supporters of 
SUNFED. It was the view of the executive branch, shared by responsible 
opinion in many countries, that the methods previously suggested by which 
these hopes might be realized have been entirely unrealistic. The problem 
has been to find some immediate practical step which could be taken toward 
providing the needed additional basic assistance looking toward the economic 
development of less developed countries. We believe that the Special Fund is 
such a realistic step. It is essential that the initiative which the United States 
delegation took at the 12th General Assembly, under the able leadership of 
Dr. Walter Judd, should be supported by the provision of adequate funds from 
the United States. 


United States contribution 


We are proposing a United States pledge of $38 million as our share of 
the total projected fund in 1959. This would be for both the United Nations 
technical assistance program and the Special Projects Fund, and would be 
subject to the percentage limitation set by the Congress. Detailed plans for 
operation of the Special Projects Fund are still under discussion. In view 
of the fact that the Fund will not commence operations until January 1, 1959, 
and will require some time to gain momentum to reach its full proposed operat- 
ing level, we estimate that the actual United States payment in 1959 required 
to fulfill this pledge would be about $20 million. The legislation before you 
provides for an appropriation of that amount. If contributions by other nations 
call for a contribution by the United States in excess of $20 million, such 
additional funds would be taken from the contingency fund. 

I would like also to comment on the percentage problem. Last year’s Mutual 
Security Act provided that the United States contribution to ETAP should not 
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exceed 38 percent for 1959 and should be further reduced to 33% percent in 
fiscal year 1960. The United States delegation to the 12th General Assembly 
came to the unanimous conclusion that it would be in the United States interest 
for this limitation to be reconsidered, and so recommended in a telegram to the 
State Department signed by every member of the delegation. Congressman 
Judd made the specific proposal in the House Foreign Affairs Committee that 
the legislation should be revised to permit the United States percentage con- 
tribution to level off at 40 percent for the next few years. This proposal has 
been incorporated in the authorizing bill which has been approved by the 
Congress. 

The executive branch believes this revision to permit a stabilized 40 percent 
United States contribution for several years is particularly appropriate, in 
light of the establishment of the Special Projects Fund, and supports it strongly. 

It is hardly necessary for me to add that the U. N. technical assistance pro- 
gram is exceeding helpful to our foreign policy. It is accomplishing a great 
deal of good at relatively little expense. It has won wide acclaim within the 
United Nations system. It has the strong support of many groups and or- 
ganizations in the United States. I hope the committee will agree that the 
request we are making is a reasonable one. 


CRITICISM OF MUTUAL SECURITY PROGRAM OPERATION 
(See p. 271.) 


DEPARTMENT OF STATE, 
Washington, June 14, 1958. 


Hon. Cart HAYDEN, 
Chairman, Committee on Appropriations, 
United States Senate. 


Dear Mr. CHAIRMAN: During the course of the debate in the House of Repre- 
sentatives on the Mutual Security Appropriations Act, 1958 (H. R. 13192), various 
charges and critical statements were voiced concerning the operation of the 
mutual-security program and its need for new appropriations. Many of these 
charges and criticisms were, in our view, based on erroneous information or a 
misinterpretation of the available facts. 

In order to assist the Senate Committee on Appropriations in its eonsideration 
of H. R. 13192, we have compiled an abstract of these charges made during the 
House floor debate, together with the comment of the executive branch on each 
one. I attach 25 copies of this document for the information and use of your 
committee. 

Sincerely yours, 


Rosert G. BARNEs, 
Special Assistant for Mutual Security Coordination. 


1. Ineffectiveness of the program 


(a) Criticism.—‘The security of the United States and the free world must 
never rest upon our ability to buy friends” (p. 11748). 

Answer.—We agree wholeheartedly with this statement. As the executive 
branch and congressional leaders have consistently stated, it is not an objective 
of the mutual-security program or of our foreign policy to attempt to buy friends. 
In his second inaugural address, the President stated : 

“We cherish our friendship with all nations that are or would be free. We 
respect no less their independence and, when in time of want or peril they ask 
our help, they may honorably receive it; for we would no more seek to buy their 
sovereignty than we would sell our own. Sovereignty is never bartered among 
freemen.” 

If sovereignty is not for sale among freemen, neither is friendship. The objec- 
tives of our program are and have always been to maintain our own security 
and help to create world conditions in which new threats to our security would 
not flourish, not only for our own sake but in order that other men might progress. 

The mutual-security program can, through contributing to the growth and 
security of other countries, help to create the conditions in which the kind of 
relationship which we want with other countries can grow. 

(b) Criticism—‘* * * year after year [the American people] have observed 
this Nation appropriate ever-increasing sums of money without any visible im- 
provement in world conditions. They have watched the relentless march of 
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Russian communism from country to country and have seen American prestige 
suffer in all parts of the world” (p. 11748). 

Answer.—This criticism makes two assertions. (1) That foreign aid has in- 
creased over the years and (2) that it has achieved nothing. Both observations 
are wrong. The amounts appropriated for the mutual security program have 
declined rather steadily from a high of $7.4 billion in 1951 to $2.8 billion in 1958. 
The second assertion to the effect that these programs have achieved nothing 
is equally wrong. The march of Communist aggression has been stopped—in no 
small part due to the initiation in 1947 of the foreign aid programs. Com- 
munism was stopped in Greece. It was stopped in Marshall plan Europe, in 
Korea; in Formosa; in South Vietnam; in Iran; in the Philippines; in Guate- 
mala—to name some of the more dramatic Communist efforts at aggression. 
In each case the role of foreign aid was important. 

(ce) Criticism.—‘But I am against a foreign aid program that is offered as a 
substitute for a foreign policy” (p. 11776). 

Answer.—Foreign aid is not offered as a substitute for foreign policy. It 
is, in fact, a specific tool of United States foreign policy, which is directed at 
maintaining the security of the United States against present threats and at 
helping to create favorable world conditions for peace. In fact, our foreign 
policy comprises many elements apart from the foreign-aid programs, including 
bilateral diplomacy, all-important support of and work through the United Na- 
tions and other multilateral groups, a forward looking trade policy, active sup- 
port of United States and free world commercial activity, and active informa- 
tion program, and a vigorous program of cultural interchanges with other 
countries. 

(d) Criticism.—*As I view it, the foreign aid program, if it is sound and if it 
is well administered, should work itself out of a job” (p. 11770). 

Answer.—The executive branch agrees with this statement and believes that 
there is evidence that, in fact, the foreign aid program has made progress toward 
this goal. However, it should be recognized that the foreign aid programs have 
had more than one job. The first job of these programs was European recovery. 
This was the biggest, most concentrated and most expensive job of the entire 
foreign aid program. The economic recovery program in Europe was in fact a 
solid success. It took less time, it cost less money, and it got more results than 
its most ardent supporters had thought possible. Originally expected to take at 
least 4 years and to involve a United States contribution of at least $17 billion, 
the Marshall plan and the recovery phase of United States economic assistance 
to Europe came to an end in 3% years and at a cost of less than $13 billion. In its 
first job, then, the foreign aid program “worked itself out of a job.” 

However, there have been subsequent tasks. These have included the arming 
of Western Europe and other allies and helping less developed countries to pro- 
gress. The job of helping less-developed countries to achieve a reasonable rate of 
progress is a long-range job. It must go on until these countries are able, with 
their own resources plus such resources as may be made available to them on 
regular banking terms, to continue reasonable growth in economic strength. 
These tasks must continue as long as the threat of Communist expansion exists. 


2. Congressional presentation 


(a) Criticism—“The witnesses from the executive branch advocating these 
expenditures studiously avoid factual presentations. ICA consistently and suc- 
cessfully has operated in the clouds of abstractions, generalities, and imponder- 
ables. They present illustrative budget requests” (p. 11771). 

Answer.—The executive branch has consistently sought to lay the facts before 
the Congress at every opportunity, through every medium of expression. The 
preparation of the fiscal year 1959 program for Congress began in the summer 
of 1957 and has continued with increasing intensity to the present time. The 
executive branch has sought out the advice of committee members and staff as to 
the kind of presentation, both written and oral, which they felt would be most 
useful. 

Reference to the record of hearings before the authorizing and appropriation 
committees bears out these statements. It is true that the details of budget re- 
quests are illustrative. But it is also true that both the authorizing and the 
appropriations committees have recognized the need for flexibility in the use of 
appropriated funds. The mutual security program is operated in other sovereign 
countries. It is a mutual program—a joint one. Before the United States can 
implement the specific details in this 1959 program those details must be agreed 
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upon with another country. Therefore, they cannot now be firm. Moreover, since 
the basic purpose of our program is to protect and improve the security of the 
United States, it follows that if the nature of the threat to that security makes 
sudden unexpected shifts during the course of this coming fiscal year the response 
of the mutual security program must be flexible enough to meet these altered 
conditions. ° 

Thus, changes in the program now before the Congress may have to be made, 
In that limited sense, it may be said that these programs are illustrative, but it 
should be repeated that the programs have been reviewed thoroughly, both in the 
aggregate and in detail, and faithfully represent the programs which the execu- 
tive branch intends to carry out. 

(b) Criticism.—[The reason for classification of the presentation books is] if 
nation X found out that nation Y was getting a little more money, there would 
be an unfriendly feeling toward us on the part of nation X. * * * And I am 
getting sick and tired of that kind of alibi or excuse” (p. 11757). 

Answer.—The reason for the classification of the presentation books is not 
to prevent nation X from finding out that nation Y is getting more money. This 
is demonstrated by the fact that the economic aid figures for each country are 
declassified as soon as any given fiscal year is past. There are two basic reasons 
for classifying much of the data in the presentation books. First, with respect 
to the aggregate aid levels, it is desired not to reveal these aid levels to the 
intended recipients (@) because in the event a reduction in that aid level is made 
necessary either by the action of Congress or otherwise, needless difficulties 
might be created thereby; and (0b) because in some instances the actual level 
of aid given to any country may be the result of further negotiation into which 
many elements enter. As a part of the tactics of such negotiations it may be 
in the interests of the United States for the exact aid level planned to be revealed 
prior to the outset of such negotiations. The second and more important reason 
why much of the data in the presentation books is classified has to do not with 
the aggregate aid levels but rather with the details. It is important for the 
United States to protect many of the details of its programs from being revealed 
to the Communist world (a) to deny the Communists the advantage of learning 
our techniques, methods, and content and (0b) to avoid adverse effects either 
upon the United States or upon the host country which might ensue if the Soviet 
Union were to learn these details. Classification is necessary so that the execu- 
tive branch can speak frankly and openly to the Congress. The presentation 
books and all classified material therein are available not only to the committees 
but to all Members of Congress both throughout the hearings but also during the 
debates. If the Congress could be given only material which were completely 
declassified it would be denied much of the frank discussion of motivations of 
intergovernmental actions and reactions which are important to a full under- 
standing on the part of the Congress of the reasons for, the purposes of, and 
the important problems and achievements of the mutual security program. 

(c) Criticism —‘It is my duty to inform you that the foreign aid program 
clears the Bureau of the Budget intact. The Bureau permits the request to reach 
the Congress in the same amount as it is presented. This fact, within itself, 
indicates that the request comes to the Congress inflated” (p. 11623). 

Answer.—One cannot look at the formal request which is made of the Budget 
Bureau and, by comparing that request to the amount requested from the Con- 
gress, draw a conclusion with respect to the nature of the Budget Bureau’s 
review of these programs. The formal request made of the Budget Bureau is, in 
fact. only the final step in a process which has begun months earlier in which 
the Budget Bureau has participated at every level and in great detail on a joint 
basis with the agencies which made the formal request of the Budget Bureau. 
The Budget Bureau, in fact, helps to review the mutual security program from 
the earliest stages of its development: (1) It helps in establishing guidance 
for the development of the program and the instructions for its preparation; 
(2) it participates in reviewing materials which come from the field and from 
Washington agencies: (3) it takes part ina joint hearing during which programs 
are screened and criticized in great detail and with great care. By participating 
on a joint basis with the other agencies concerned, in the actual development 
of the program beginning at its earliest stages, the Budget Bureau is able much 
more efficiently to help identify soft spots, to eliminate “inflated requests,” and 
to assure that the product which is presented to the Congress is a sound request 
than would be the case if its review began at the time it received the formal 
request for funds. 
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Finally, the complete inaccuracy of this charge is demonstrated by the fact 
that the preliminary submission for the fiscal year 1959 mutual security program 
submitted to the Bureau of the Budget by the Departments of State and Defense 
and by the International Cooperation Administration on October 15, 1957, was 
for appropriations in the amount of $4,350 million. 


3. Mismanagement of the MAP 


(a) Criticism—*‘Mr. Chairman, the record is unmistakable that we are con- 
tinuing, year after year, to ship equipment to nations which already have an 
excess of the same equipment” (p. 11632). 

Answer.—The record referred to is not specified. Every effort is made to 
avoid the shipment of equipment to nations which have an excess of the same 
equipment, and any such shipments have been small in amount and have not 
knowingly been made. Furthermare, in no case has the shipment of equipment, 
to a recipient which already has an excess, continued “year after year.” 

(b) Criticism.—“Some of the MAAG chiefs in these nations, in spite of the fear 
of a reprimand from above, indicate that we are delivering more material to 
many nations than they can possibly absorb” (p. 11632). 

Answer.—The data from which annual military assistance programs are made 
up are based on requirements submitted by the MAAG’s. In no case do they 
exceed their requirements. The MAAG’s are instructed clearly to list as require- 
ments only items which can be effectively utilized during or within 6 months 
after the fiscal year for which the requirements are submitted. Furthermore, 
proposed programs are submitted to the MAAG’s for comment, with instructions 
to point out anything proposed which is beyond a country’s capacity to absorb. 

Despite these provisions there have been instances when deliveries of items 
have been made which were beyond a recipient country’s capacity to absorb; 
however, such cases usually resulted from failure on the part of a recipient 
country to live up to the expectations of the MAAG itself in the development of 
its capability. Where countries have not developed a capability as fast as ex- 
pected, the resulting failure to utilize equipment has been only temporary. 

(c) Criticism.—‘[The program] permits American arms to be used by the 
recipient governments for the subjection of local populations or for use against 
friendly neighboring countries” (p. 11776). 

Answer.—Military assistance is furnished only pursuant to bilateral agree- 
ments which specify the purposes for which equipment delivered may be utilized. 
These purposes do not include “subjection of local populations” or “use against 
friendly neighboring countries.” In those isolated instances where equipment 
has been used for prohibited purposes it has been in violation of agreement, and 
not by permission of the United States. Whether to protest or take other action 
has depended in each case on the gravity and extent of the violation as well as 
all the other factors which influence our relations with the country concerned. 
4. Waste and mismanagement in the aid program 


(a) Criticism.—*I am convinced that the American people do not wish to end- 
lessly support inefficient management, ill-defined objectives, waste, fraud on 
the part of the recipients, and more money than is reasonably needed for the aid 
program” (p. 11642). 

Answer.—Neither the ICA nor the American people support a program such 
as that described. The statement is not, however, descriptive of the mutual 
security program or of its administration by ICA. In fact, ICA procedures are 
designed to prevent so far as possible the deficiencies mentioned in the state- 
ment, and these procedures are subject to continuous review by ICA in order to 
make them ever more efficient to accomplish their purposes. 

While the statement is no accurate description of the mutual security pro- 
gram, we realize that a critic of the program, which is carried out against a 
variety of backgrounds in some 60 countries around the globe, each with its 
separate needs and peculiar problems, would find some items in the program 
which would support some of the above criticisms. And we are conscious of 
the fact that despite our best efforts to conduct efficient operations, shortcomings 
in the administration of the program arise which we seek to correct and to 
eliminate to the best of our ability. But, granting occasional shortcomings, we 


are certain that the above statement would not be accepted as a representative 
description of ICA activities or the mutual security program by anyone seeking 
to take a balanced view of the program, the complexities which inhere in its 
administration, and the successes which the program has achieved and continues 


to achieve in securing for the United States the objectives of the Mutual Security 
Act. 
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(b) Criticism— “The [Hardy] committee has just recently, on June 26, 1958, 
filed House Report No. 2012, 85th Congress, 2d session, on foreign construction 
projects where inadequacies of planning and administration were found to exist 
in specific highway construction projects in Cambodia and Thailand” (p. 11771). 
Answer.—It is true that certain inadequacies of planning and administration 
were found to exist in the highway construction projects in Cambodia and Thai- 
land, but these inadequacies were not such as to adversely affect the basic merit 
of the projects, the quality of the roads constructed, or the important purposes 
which the highways were intended to serve. It should be pointed out, moreover, 
that these inadequacies were in fact heavily outweighed by the constructive 
results. Such inadequacies as did exist were largely traceable to ICA efforts 
to accelerate the projects in order to meet important political and strategie 
objectives. These objectives necessitated a rapid handling of the projects in- 
stead of routine processing in accordance with more orderly procedures. Each 
of the projects consisted of highways in countries of southeast Asia menaced 
by Communist threats of internal subversion or external aggression which played 
a direct role in suggesting the strategic need for the highways and the speed re- 
quired to get the projects started. Each was geographically located in an area 
remote from the United States and in one case (Cambodia) in a country whose 
independent government has only recently been established. Each project was 
accorded high priority by the Department of State as a matter of political im- 
portance and was urged directly by the United States Ambassador in that coun- 
try, and each required as part of the political impact which the project was 
designed to serve rapid concrete evidence of United States intent to assist in 
the project by getting men and materials on the job as expeditiously as possible. 
Despite the criticism of these projects for some shortcomings, they have truly 
served to achieve the objectives of the mutual security program and have made 
substantial contributions to the prestige of the United States Government 
abroad. The highways represent a major component in the ICA program in 
those countries. They have become a matter of intense national pride to the 
governments and citizens of the countries concerned. They have been the 
subject of praise by high government officials, and they have been officially 
named by the governments concerned “Friendship” highways, as permanent 
symbols to memorialize the countries’ attitude toward the United States Gov- 
ernment growing out of the mutual security program and its administration. 
The success of one of these highways is described in a special report from 
Bangkok, Thailand, to the New York Times (published July 10, 1958) : 

“King Phumiphol Aduldet formally opened today the Friendship Highway 
built by the United States and Thai engineers to link Bangkok with Korat and 
the northeastern plateau. 

“The United States Ambassador, U. Alexis Johnson, presented the highway to 
Premier Thanom Kitkachon, who in turn presented it to the King. 

“The highway probably is the most dramatic and impressive of United States 
contributions to Thai economic development. Thousands of acres of productive 
land were opened as the highway pushed forward and are producing pineapples, 
corn, and other crops as it is completed. Formerly economically inaccessible 
forests are providing Bangkok with timber over the highway and several saw- 
mills have opened along the route. 

“The economic importance of the road, which cost the United States more 
than $20 million and Thailand more than $1 million, was so apparent that the 
leftists dropped it as a subject for criticism. 

“Traffic already has reached 1,000 vehicles daily, although only half of this 
had been expected.” 

(c) Criticism—‘The (Hardy) committee also called attention to the growing 
inclination of the officials to justify expenditures on the grounds of political 
urgency” (p. 11771). 

Answer.—This statement suggests a criticism of ICA, but under the Mutual 
Security Act (which according to its preamble is “an act to promote the security 
and foreign policy of the United States by furnishing assistance to friendly 
nations, and for other purposes’) political urgency is a proper and indeed 
important factor to consider in administering the Mutual Security Act. The 
above statement, no doubt, has reference to the following “finding” of the Hardy 
committee: ‘Excessive reliance on ‘political urgency’ to excuse deviations from 
sound procedures.” 

With respect to the latter statement it must be categorically asserted that 
ICA does not rely on political urgency to excuse deviations from sound pro- 
cedures in the sense of searching out political reasons for procedural omissions. 
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Rather, in a limited number of cases political urgency has required ICA to 
accelerate its activities and forego certain steps which are customarily taken 
in implementing projects. The report of the Hardy committee does not suggest 
that ICA should not adapt its procedures to meet the need for speed in certain 
eases of political urgency, nor would it be prudent for the agency to do so. 

The report of the Hardy committee likewise raised the question whether ICA 
activities based on “political urgency” were actually based on policy determina- 
tions by the Department of State or unilateral decisions by ICA. For the record, 
it must be stated that in no case do ICA personnel exercise the functions of the 
Department of State with respect to political responsibilities or judgments. 
Officers of the Department of State are in close and daily association with ICA 
and the administration of the mutual security program, and the Department 
has reported that it knows of no case where ICA has independently reached a 
policy judgment or usurped the role of the Ambassador or of the Department. 
In all instances known to the Department of State where ICA has deviated from 
normal procedures on the basis of an urgent foreign policy requirement, the de- 
termination as to “political urgency” has been made by the Department and 
not by ICA. 

§. Effects of program on domestic economy 

Criticism.—“I invite your careful analysis of available statistics which will 
reveal that the cost of the foreign-aid program in the postwar period has re- 
duced the living standard or decreased the savings of the American laboring man 
by 16 percent” (p. 11632). 

“We cannot keep up Our present program of appropriating huge sums of 
money year after year without eventually wrecking the economy of the United 
States” (pp. 11644, 11749). 

Answer.—These criticisms have been answered in the study of the effect of 
the mutual security program on the United States economy done last year for 
the Senate Special Committee To Study the Foreign Aid Program (the Foreign 
Aid Programs and the United States Economy, Study No. 9, 8S. Doc. No. 52, 85th 
Cong., 1st sess., pp. 775-776) : 

“The major conclusion of this report is that the costs of the foreign-aid pro- 
gram seen in the perspective of the economy as a whole have been relatively 
small. Since 1948, the average share of our gross national product which has 
gone for foreign aid has been 1.7 percent. In 1956, this share has dropped to 
around 1.1 percent. During this latter year, the United States per capita 
eost of foreign-aid programs, after deducting repayments from foreign countries, 
has been $23.07. Foreign aid, in 1956, accounted for about 6.4 percent of total 
United States Government expenditures. The average for the period 1948-55 
has been 9.4 percent of the total United States Government expenditures. * * * 

“Since on the average about 1.5 percent of the United States production has 
been involved in foreign aid, it is difficult to claim that domestic employment, 
prices, or consumption as a whole could have been seriously affected, for better 
or worse, by foreign-aid expenditures. The impact on employment varies from 
one region to another, depending upon the commodity, as shown in the body of 
this report, and the effects differ during periods of inflation and recession. On 
the whole, however, the inflationary or stabilizing effects have been very slight.” 
(The finds of this study were brought up to date and confirmed in May of this 
year.) 

After considering this study the Special Senate Committee To Study the For- 
eign Aid Program in its report (pp. 9-10) concluded: “There are valid reasons 
for the United States to continue various types of foreign aid’ and that such 
programs “if clearly conceived and properly administered may be expected to 
serve the interest of the United States by promoting its defense, by contributing 
to its economic growth, spiritual strength, and by helping to develop a world 
environment of freedom in which the American people may live in peace.” 

6. Effect of program on domestic economy—Competition 

(a) Criticism—'‘* * * Our dollars have been spent all over the world to build 
plants and factories to compete with basic American industries. Today many 
Americans are unemployed by reason of foreign imports manufactured in plants 
constructed by our foreign aid dollars” (p. 11749). 

Answer.—The economic assistance and technical assistance programs author- 
ized by the Mutual Security Act, and carried out by ICA and its predecessor 
agencies, have sent equipment and technicians to many foreign countries to re- 
build and establish industries destroyed by World War II, by the Korean war, 
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and to assist in the economic development of underdeveloped areas of the world. 

The furnishing of equipment and technical assistance is aimed at achieving the 
prime purpose of the mutual security program which is to enable the United 
States to survive in a world in which nations have been able to remain free 
through achievement of stable and strong economies. 

The mutual security program also has had the additional effect of creating 
jobs in the United States and increasing the export trade by building the econ- 
omies of aid-recipient countries to the point where they can afford to purchase 
goods from the United States. 

The operation of the mutual security program instead of contributing to un- 
employment has in fact provided substantial employment in the United States, 
It should be noted that the private foreign trade of the United States has shown 
a strong increase in recent years. The United States now sells substantially 
more of its products to foreign countries than they sell to us. The volume of 
these private sales to foreign countries, both manufactured goods and farm 
products, has risen approximately 68 percent over the past 5 years. This con- 
trasts with an increase of 18 percent in total retail trade within the United 
States during the same period indicating that the growing foreign markets are 
of great importance to the continued expansion of the United States economy. 

In the calendar year 1957, it has been estimated that the employment of 715,000 
persons in this country was directly attributable to United States aid programs. 
Curtailment of the program would therefore contribute to and not alleviate 
employment. ‘ 

It is significant to note that the more developed a country is the better cus- 
tomer it is for United States products. Using the year 1955 as an example, 
United States exports to various countries were as follows per inhabitant in 
each country: 


Developed countries: Underdeveloped countries : 
eS aces ce $205. 27 BR ite etna waded $3. 40 
jo | 44. 47 . 5d 
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It should be pointed out that the bulk of the economic assistance provided 
under the mutual security program has consisted of the financing of purchases 
made through private commercial channels of goods and services from private 
and United States suppliers. This has meant not only large-scale sales by pri- 
vate United States suppliers but the introduction of United States products 
in foreign markets and the establishment of trade relations which simulate fur- 
ther United States markets in these areas. 

(b) Criticism—‘Why did ICA attempt to establish the textile industry in 
Indonesia when by so doing it would deny markets to the already seriously 
depressed domestic industry?” (pp. 11773, 11633). 

Answer.—During the past few years ICA, in accordance with United States 
policy, has been trying to interest the Government of Indonesia in increasing 
the amount and scope of private enterprise. The textile field seems a particn- 
larly good possibility inasmuch as Indonesia needs, and is determined to acquire, 
a textile industry of its own. 

Indonesia at present has to pay for $200 million worth of textile imports each 
year of which only about $5 million comes from the United States, and the bal- 
ance from Japan, India, Hong Kong, and Communist China. The desire of the 
Indonesian Government to set up a domestic textile industry is prompted by a 
desire to save foreign exchange rather than to compete in the international textile 
markets for sales abroad. 

The Government of Indonesia is generally inclined to favor Government-owned 
industry. The best way to counter this trend was to try to get private investment, 
particularly United States private investment, into the textile field in Indonesia. 
This the Government of Indonesia was willing to consider. 

ICA asked the American textile manufacturing industry to circulate a letter 
setting forth the problem and listing the ways in which the United States Gov- 
ernment was prepared to help United States private investment in Indonesia. 

The only response from the textile industry was from a textile machinery com- 
pany which wanted to sell two used textile plants, but did not wish to get into 
investment, production, and sales of textiles in Indonesia. We are informed now 
that the Chinese Communists have offered to finance and equip textile plants 
in Indonesia as part of an extension of trade credit to that country. 
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7. Soviet bloc assistance 


Criticism.—'‘The executive department, for whatever the reason may be, has 
been giving much play to the reported agreements of the Soviet bloc to supply 
(military and economic) assistance to 10 underdeveloped countries. There is 
no record of substantial evidence in the hearings where the Kremlin has given 
as much as one inflated ruble to any nation. Their assistance has been in hard- 
boiled business loans, and most of them on short terms and well secured; but the 
propaganda machines continually grind out information to the contrary” (p. 
11635). 

Answer.—The executive branch considers it important that the American peo- 
ple, now well aware of the technical and scientific challenge posed by the Com- 
munist world, understand the equally great, and perhaps more subtly dangerous, 
economic offensive which the Soviet bloe has vigorously launched in certain less- 
developed areas, particularly in Asia and Africa. The executive branch has 
attempted over the past several years through the presentation of facts to reveal 
the dimensions of this offensive for the benefit of the public, the Congress, the 
press and even foreign governments, limiting itself to a description of the scope 
and nature of the offensive and an analysis of its motives and objectives. 

The conditions set by the bloc in its aid and trade overtures have been neither 
uniformly hard-boiled nor easy. Credits generally appear to carry favorable 
terms, although the bloc has on occasion furnished direct grants. Interest on 
credits is commonly 2.5 percent, with repayment on the major economic credits 
scheduled over periods of 12 years or more. Most of the agreements provide for 
at least partial repayment in commodities or local currencies and such provisions 
are considered highly desirable by the less-developed countries. 

In negotiating agreements, the bloc does not necessarily require justification 
on economic grounds for the projects involved. Practically all bloe aid pro- 
vides for the purchase of goods and services from bloc countries. Prices 
quoted for goods ordinarily seem to have been at levels competitive with those 
of western suppliers. However, there have been a few exceptions where the 
bloc bid was lower. The Kremlin certainly is not motivated by any altruistic 
desire to aid economic progress. The acceptance of Soviet credits carries 
with it certain implications of which the recipient countries are not always 
clearly aware. The Kremlin looks upon aid as an investment to secure changes 
in the Soviet interest, hoping to influence recipient countries to adopt or main- 
tain policies consistent with Soviet objectives. This can only work against 
the interest of democratic governments. It is, therefore, in the interest of the 
United States to publicize the nature of this Soviet offensive in order to mini- 
mize the political and psychological impact Soviet aid is having in certain areas 
of the world. 


8. Development Loan Fund 


(a) Criticism—Out of the $300 million the Congress appropriated for the 
Development Loan Fund last year, not $1 has been disbursed for a loan 
(p. 116638). 

Answer.—The Development Loan Fund disbursed approximately $1.5 million 
in fiscal year 1958. However, this fact in no way indicates the extent to which 
the fund has used up the $300 million appropriation available to it. 

To date, the Development Loan Fund has made or approved a total of $267 
million in loans. Of this figure $102 million represents signed loan agreements, 
against which the $1.5 million has been disbursed, and the remaining $165 
million represents loans firmly approved or approved in principle, which are 
either awaiting further action by the borrower or by the National Advisory 
Council on International Financial and Monetary Problems. 

In short, all of these funds totaling $267 million of the $300 million appro- 
priated were used up and unavailable for use against other loans by the end 
of fiscal year 1958. When the Board of Directors of the Fund met for the first 
time in fiscal year 1959 they had only $33 million available for lending and 
were confronted with projects totaling $70 million on which intensive and 
favorable staff evaluations had been completed. Thus, it is apparent that the 
$300 million total capital now available to the Development Loan Fund is 
completely exhausted. 

Furthermore, this was done in loan actions completed in one-half year of 
actual operations, owing to the fact that the Fund could not begin handling 
loan requests until January 1958. It was first necessary to establish a new 
working organization, to advise foreign governments of the statutory require- 
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ments for applications to the Fund, and to wait for applications based on those 
new technical requirements. 

(b) Criticism.—Did the Development Loan Fund issue a convertibility and 
expropriation guaranty to Ford Motor Co. for an investment in the French 
company SIMCA? Is this an appropriate use of MSP authority—protecting 
the investment of a private enterprise in a country which is certainly not 
underdeveloped? (p. 11772). 

Answer.—The Development Loan Fund does not currently issue investment 
guaranties. The guaranty in question was issued by ICA as a part of the 
investment guaranty program authorized by section 413 of the Mutual Security 
Act. One of the purposes of this section is to assist and stimulate United 
States industry to invest overseas in furtherance of a statutory United States 
policy “to encourage the contribution of United States enterprise toward eco- 
nomic strength of other free nations.” Protection of such investments, at the 
direction of Congress, is not restricted to underdeveloped areas. 


9. Contingency fund 


(a) Criticism.—‘“Is it not true there is language in the bill providing $285 
million to perform all the emergency requirements that $225 million was con- 
sidered adequate a year ago?” (p. 11766). 

Answer.—No. Only $147 million of the $225 million appropriated for special 
assistance for fiscal year 1959 was available for “emergency requirements,” that 
is, as a contingency fund. The remaining $78 million was allocated to specific 
programs which had been presented to Congress. 

Because this dual purpose of special assistance caused some confusion, for 
fiscal year 1959 this category was designed to meet only programed requirements, 
some of which in fiscal year 1958 had been met by defense support or separate 
appropriations. To meet emergency and unforeseen needs, a separate contin- 
gency fund was requested. The $285 million mentioned as appropriated in the 
House bill comprises $185 million for special assistance programs and $100 mil- 
lion for the contingency fund. 

Thus, in fact, the House bill would provide $47 million less for “emergency 
requirements” than was available during fiscal year 1958. Further, the funds 
available the past year for this purpose were far from adequate. The problem 
of meeting unforeseen and contingent requirements was so critical that $40 
million had to be transferred from sorely depleted military assistance funds. 

An appropriation of substantially less than the amount available during fiscal 
year 1958 may mean the difference between meeting or failing to meet unpredicted 
challenges to our security during fiscal year 1959. 

(b) Criticism—“This same item [contingency fund] is also included under 
several other categories in the program * * * there is available under the Presi- 
dent’s Asian fund a total of $88,677,000 * * * there is a total of approximately 
$600 million in the development loan fund that can be used for just about any 
purpose. Then there is the development assistance fund * * * with $168, 
211,000 on hand * * * there is a total of $311,288,000 [of special assistance] that 
is available for the same type of uses” (p. 11767). 

Answer.—The contingency fund is the only source from which unforeseen and 
uncertain challenges to our security may be met. None of the four categories 
of aid mentioned in the quotation provides a flexibility or contingency fund. 

The President’s fund for Asian economic development was established to 
foster regional cooperation in the economic growth of free Asia through de- 
velopmental projects involving two or more nations. It was clearly not designed 
to meet emergency requirements. Further, all but about $6 million of the 
sum mentioned as “available” has been obligated for specific projects. 

The assets of the Development Loan Fund cannot “be used for just about any 
purpose.” They may be used only for loans for developmental projects which 
have met specific criteria, and cannot be transferred to augment other categories 
of aid. 

The entire amount cited as “on hand” in the category of development assist- 
ance has been obligated, most of it for over a year. 

The amount of special assistance mentioned as “available” to meet contingencies 
was presumably meant to reflect the amount of obligated but unexpended funds 
from fiscal year 1958 and the new money appropriated in the House bill for fiscal 
year 1959. The obligated funds are obviously not available for contingencies. 
And since for fiscal year 1959 special assistance is fully programed, none of the 
new funds is available for this purpose except through the same limited re 
programing or transfer procedures applicable to other categories of aid. 
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10. United States aid to Communist countries 


(a) Criticism—*“Not many of us are aware of the huge sums of money given 
the Communist bloe of countries since World War II. It is shocking to realize 
that we have given Albania, Czechoslovakia, East Germany, Hungary, Poland, 
Yugoslavia, and the Soviet Union $2,252,112,000 in grants and credit since the 
Second World War” (p. 11749). 

Answer.—The great bulk of United States grants and credits to these coun- 
tries, apart from post-1948 aid to Yugoslavia, was extended prior to the be- 
ginning of the cold war. For example, no aid has been granted for any purpose 
to Albania since 1947. Aid has generally been made available in recent years 
only for such purposes as disaster and refugee relief, and only small amounts of 
funds have been involved. One other exception is the recent loans to Poland, 
following its partial break from U. 8. 8S. R. domination in 1956; however, no 
expenditures under these loans have as yet been made. Details on postwar 
grants and credits are presented below. 

1. Albania: This country received $20 million of relief assistance after World 
WarlIlI. Allof this aid was given before June 30, 1947. 

2. Czechoslovakia: Czechoslovakia received substantial sums ($183 million) 
of relief aid through the UNRRA, all before June 30, 1947. The mutual security 
program provided about $2 million of famine and other urgent and extra- 
ordinary relief. Before 1950, $30 million was lent to Czechoslovakia; all ex- 
cept about $5 million has been repaid. 

3. East Germany: The only assistance furnished to this area has been for 
Berlin and for the benefit of East Berliners in their quest to free themselves of 
Communist domination. This assistance has consisted mainly of surplus agri- 
cultural commodities and medical supplies disbursed through the Federal Re- 
public of Germany. Such aid amounted to $17 million from 1945 to 1957. 

4. Hungary: Of the $16 million of United States assistance given to Hun- 
gary, over $2 million was given through UNRRA before June 1947. The balance 
was used mainly in connection with the Hungarian refugees escaping in 1956 
and 1957 from Soviet oppression, and for famine, and other urgent and extra- 
ordinary relief. 

5. Poland: The $365 million received by Poland was given before 1950. In 
fact, $364 million of this amount was given through UNRRA before June 30, 
1947. From 1945 to 1950, $28 million was lent to Poland, $25 million of which 
had been repaid by June 1957. As indicated above, no expenditures have as yet 
been made under the recent Polish loans. 

6. U. S. S. R.: The $465 million in assistance to the U. S. S. R. was all between 
1945 and 1950, as follows: 

{In millions of dollars] 
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Total 


The only credit outstanding against the U. S. S. R. is $222 million of lend-lease 
material given to Russia, but subsequently converted to a repayment basis. Al- 
though Russia has not repaid any of this sum, she has paid $54 million in inter- 
est through June 30, 1957. 

7. Yugoslavia: Assistance to Yugoslavia has been given to help that country 
steer a course independent of Moscow dominance, as a result of the events of 
1948 and more recent years. Apart from military assistance, Yugoslavia re- 
ceived grants and credits totaling $802 million from the United States through 
June 30, 1957. 

(b) Criticism.—‘Why, if we are fighting a cold war against communism should 
we help [with Britain] in the construction in Russia of the biggest tire plant 
outside of the United States?” (p. 11772). 

Answer.—tThe allegation that the United States Government has furnished 
assistance to Russia in order to build the largest tire plant in the world is com- 
pletely baseless. It probably refers to a British consortium, which was formed 
a few months ago to build a tire plant. This consortium is preponderately 
British and is composed of private investors only. Neither the United Kingdom 
nor United States Governments are involved in this enterprise. 
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11. Unerpended balances 


(a) Criticism—The bill under consideration calls for an appropriation of 
new funds for the foreign aid program in the amount of $3,078,092,500. Add to 
this the unexpended balance on hand to the credit of the mutual security program 
in the amount of $5,199,992,000. ‘The total available is $8,278,084,500” (p. 11631). 

Answer.—The quotation is technically accurate but the inference that over $8 
billion is available to meet new requirements of the mutual security program is 
misleading. The $5 billion unexpended balance is the amount carried forward 
from previous years which, with the exception of but $216 million remaining un- 
obligated as of June 30, 1958, has been fully obligated and is not available for 
the new and pressing requirements of fiscal year 1959. This unexpended balance 
covers contracts for material requiring lengthy manufacturing time and other 
types of assistance for which disbursements will be made as the contracts are 
completed and the assistance delivered. 

(b) Criticism.—*[Is there] a good explanation as to why for the foreign coun- 
tries we should appropriate some 3 years in advance when in our own country for 
the same purpose we appropriate for only 1 year?’ (p. 11750). 

Answer.—The mutual security program appropriations are made on a year to 
year basis, exactly as for other Government programs. This question apparently 
relates to the unexpended balance dealt with in the preceding answer. As a 
matter of fact, today the unexpended balances for the entire mutual security 
program, military and nonmilitary, are at their lowest point since 1950. It is 
necessary to have such funds for the mutual security program available some- 
time prior to their expenditure because (@) many of the items of equipment 
involved require lengthy manufacturing time, (b) United States contributions 
to programs must often be committed in advance of implementation so as to assure 
commitments of contributions of other nations to mutual security programs, 
and (c) in the case of the Development Loan Fund, the Fund as a banking-type 
operation must have funds available in order to discuss loan proposals in any 
realistic detail. 

It is significant that the domestic operations of the Government also require 
unexpended balances to which the mutual security balances are not dispropor- 
tionate. It is estimated that the unexpended balances of all Government agencies 
other than Defense, Agriculture, and the mutual security program stood at $27.2 
billion in June 1958. 

(c) Criticism.—‘Every year the cry goes up from the executive branch when 
its request is cut by the legislative and appropriation committees. But the 
following year we find they have not spent all the money that is appropriated” 
(p. 11752). 

Answer.—lIt is true that there have been unobligated balances for the mutual 
security program at the end of each fiscal year. If the program is carefully 
administered and the numerous congressional requirements applicable to each 
appropriation are complied with, this is necessarily the case. In a program in 
which foreign political developments require constant adjustments, it is also 
the case that funds cannot and should not be expended for the purpose for which 
they were appropriated. For example, expenditures under mutual security 
programs for certain countries have been terminated or curtailed because of the 
emergence of new political factors and relationships. As is apparent from a 
able printed at page 13 of the House Foreign Affairs Committee Report on the 
Mutual Security Act of 1958, the performance of the mutual security program 
with respect to unobligated amounts compares favorably with that of other 
Federal agencies. The small unobligated balance anticipated for the mutual 
security program at the end of this coming fiscal year is comprised almost 
entirely of capital for the Development Loan Fund which the Fund must have 
in order to process and negotiate concerning loan proposals which may not be 
finally signed up before the end of fiscal year 1959. 


12. Neglect of Latin America 


Criticism.—Latin America has received a disproportionately small share of 
total mutual security programs funds (p. 11776). 

Answer.—Because of a widespread misunderstanding of the mutual security 
program, many Latin Americans believe that their countries have not obtained 
a fair share of the assistance provided under that program. 

A major part of the assistance under the program is for the provision of 
military assistance to countries exposed to the menace of Communist aggression 
and of defense support to certain of these countries which cannot sustain the 
necessary military establishment without economic aid. In fiscal year 1958 
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military assistance accounted for approximately 55 percent of total MSP funds 
and defense support for an additional 23 percent principally in such countries 
as Korea, Vietnam, Turkey, and Taiwan. Thus only 22 percent of the total 
remained for other purposes, such as programs of technical cooperation and 
other developmental programs. 

In view of the large percentage of MSP funds devoted to military assistance 
and defense support, the Latin American portion of total funds is small, about 
38 percent. However, its share of programs concerned with economic develop- 
ment is substantially greater. For example, Latin America received about 21 
percent of total technical cooperation funds. 

The criteria for the provision of economic development assistance provided 
under MSP include concern with such factors as the level of per capita national 
income, the stage of development reached, the volume of resources available 
through international trade and the volume of private investment. It is in the 
light of these criteria and an awareness of the relatively rapid rate of develop- 
ment in Latin America in recent years, the expanding volume of trade, the sub- 
stantial flow of private investment as well as loans from private and interna- 
tional banking institutions, that the proportion of total MSP assistance directed 
to Latin America is relatively small. 

The measure of the attention paid to Latin America is not found, however, 
in the percentages of mutual security programs and congressional appropriations 
which flow to this area, but rather in the flow of trade and investment which 
represent a sound and longer lasting interest. Im recent years United States 
trade with Latin America has been greater than that with any other area in 
the world except Western Europe. The value of United States merchandise trade 
with the 20 American Republics has increased the last 2 years to record highs. 
In 1957 exports amounted to $4.7 billion and imports were valued at $3.8 billion. 
In the field of investment, more than one-third of our direct private investment 
is in Latin America. The book value of these investments has grown from $3 
billion in 1946 to over $8 billion today. The Export Import Bank authorized 
loans to Latin America in 1956 and 1957 totaled $660 million, and over the past 
10 years authorized loans totaled over $2 billion to this area; $678 million, or 
22 percent, of all the loans made by the International Bank for Reconstruction 
and Development between May 1947 and June 30, 1957, were to Latin America. 
All of the above is exclusive of stabilization standby credits extended to Latin 
American countries by the International Monetary Fund, the United States 
Government, and private United States banks, the current outstanding total of 
which amounts to nearly $460 million. In addition, as of April of this year, the 
United States had sold United States surplus agricultural commodities to Latin 
American countries with a market value of almost $358 million; $269 million of 
the local currency proceeds of these sales are scheduled for loaning back to Latin 
America, and this excludes an additional $41 million of surplus agricultural 
commodities shipped to Latin America under title II of Public Law 480 and 
$36 million by the voluntary agencies under title ITT. 

The United States is well aware of and sympathetic to Latin American 
economic problems and believes that its effort to help its southern neighbors in 
meeting their legitimate needs and aspirations is not one of which to be ashamed. 


13. Seating of Red China in U.N. 


Criticism.— ‘The strong possibility exists that interests at work in the Depart- 
ment of State will seek to manipulate the language of section 105 and water it 
down to an extent that Congress will have no position whatever with regard to 
the admission of Communist Red China into the United Nations” (p. 11778). 

Answer.—The Department of State is firmly opposed to the seating of the 
Peiping regime in the Security Council, the General Assembly, or any part of the 
U. N. organization. Accordingly, it strongly favors the wording proposed in 
section 105. The Department aiso urges adoption of House Concurrent Resolu- 
tion 293 expressing the opposition of the Congress to any effort aimed at seating 
the Chinese Communist regime in the U. N. 


14. Bermuda bridge 


Criticism.— They had some extra money, and they wanted to give it to— 
what is the little summer resort in the Pacific? Bermuda? They wanted to 
* * * give it to Bermuda for a bridge” (p. 11769). 

Answer.—In 1941 as part of the agreement with the United Kingdom cover- 
ing leased bases in the Western Hemisphere the United States undertook to 
construct at its expense a highway bridge at Ferry Point in Bermuda in the 
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event certain contingencies were realized and to keep open a channel through 
a causeway leading to United States naval facilities in Bermuda, involving the 
construction of a second bridge. Neither the contingent obligation at Ferry 
Point nor the unqualified obligation for channel clearance has been satisfied. 

Subsequent disagreements regarding the United States contingent obligation 
on the Ferry Point bridge led to prolonged diplomatic discussions with the 
British and Bermudian Governments and resulted in an unwillingness on the 
part of the Bermuda Government to consider further badly needed United States 
facilities in Bermuda so long as the United States refused to construct the 
bridge. The United States consequently in 1955 finally agreed to build the 
bridge provided (a) the Congress made available necessary funds; (0) the 
United States was relieved of its channel-clearance obligation (estimated to be 
more costly than construction of the Ferry Point bridge); and (c) United 
Kingdom and United States experts could agree on cost estimates. 

Following necessary surveys and agreement on costs and technical specifi- 
cations the United States Air Force requested necessary funds for the bridge 
in the fiscal year 1958 defense budget, which were included in authorizing leg- 
islation for that year. The House Appropriations Committee, however, disal- 
lowed the item in its report on the appropriations bill on the ground that this 
did not appear to be a proper charge against military construction funds. It 
was therefore necessary to seek an alternate source of funds. 

Under the definition of “defense support” obtaining in fiscal year 1958 mutual 
security funds were made available for use as necessary to obtain overseas 
military facilities for United States forces. It was accordingly determined 
that funding of the Ferry Point bridge under defense support would be a proper 
charge against the fiscal year 1958 program. Nevertheless, in view of the pre- 
vious action of the House Appropriations Committee it was felt that the appro- 
priate committees of Congress should be advised before any action was taken. 
The chairman of the House Committee on Appropriations, however, on recom- 
mendation of the Subcommittee on Foreign Operations expressed disapproval 
of the proposal, but stated expressly that this did not constitute a judgment 
on the merits of the claims or prejudice the case insofar as other sources of 
funds were concerned. 

The Department of the Air Force is now requesting the House Committee on 
Appropriations in view of these developments to reconsider the matter and 
authorize the funding of this requirement from available fiscal year 1958 Air 
Force appropriations. 


15. Propagandizing 


Oriticism.—Four thousand dollars from the United States Treasury were used 
to meet expenses incurred when an Assistant Secretary of Defense, [sic] Charles 
Shuff, propagandized the program before the Associated Aircraft Industries on 
December 3. This expenditure appears contrary to law (p. 11759). 

Answer.—By invitation of the Aircraft Industries Association, 6 representa- 
tives of the Department of Defense attended a meeting of the association in 
December 1957, at Palm Springs, Calif., for the primary purpose of discussing 
military procurement problems. Incident to the conference, Mr. Shuff, who was 
one of the Defense Department representatives, delivered an address on the 
military assistance program. Three thousand nine hundred ninety-two dollars 
and ninety-four cents was the total cost to the Government of providing Depart- 
ment of Defense representation at the conference, and also includes the cost of 
some further official business transacted by Mr. Shuff on the same trip in the Log 
Angeles area. The major portion of the cost was for the use of military aircraft 
to provide transportation. 

The portion of the whole cost of the trip fairly attributable to Mr. Shuff’s 
speech is very small; since there is no way to calculate exactly what part is 
attributable to the speech, the Department of Defense, in answer to an inquiry 
on the cost to the Government of speeches about the mutual security program, 
has reported the whole cost of the trip, with an explanation. See hearings 
before the subcommittee of the Committee on Appropriations, House of Repre- 


sentatives, 85th Congress, 2d session, on mutual security appropriations for 
1959, page 274. 


16. Entertainment allowances 


Criticism.—‘In the ICA alone the representation allowance, which in most 
instances, of course, is for choice whiskies, amounts to between 200,000 and 
300,000. In the military we are yet to receive the correct figure’ (p. 11649; 
see also p. 11760). 
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Answer.—Representation allowances are authorized pursuant to the Foreign 
Service Act of 1946, as amended, in order to provide for the proper representa- 
tion of the United States by the officials of the Foreign Service. Such allow- 
ances are granted by ICA principally to higher ranking officials serving abroad 
and are used mainly for the following purposes : 

(a) Entertainment that is normally offered by the principal officers to foreign 
government officials to enhance the interest of the United States, and entertain- 
ment to such officials on the occasion of visits of officials and representatives of 
the United States Government. 

(b) Entertainment that is undertaken for the purpose of establishing and 
maintaining those individual personal relationships which are necessary to the 
performance of official duties and which will enhance the interests of the United 
States. 

(c) Purchase of flowers, wreaths, and similar tokens for presentation in 
accordance with local custom on appropriate occasions such as weddings, births, 
or deaths of important personages. 

It would be entirely consistent with the purposes for which representation 
funds are furnished to include alcoholic beverages on certain occasions. The 
amount expended for such purpose by our posts abroad is not available in Wash- 
ington. However, in view of the limited budget made available for such purposes, 
it is believed that the portion spent for alcoholic beverages is modest. 

The ICA has included a sum of $184,400 in its administrative budget request 
for fiscal year 1959 for its approximately 60 missions Overseas, and has requested 
the sum of $15,000 for entertainment within the United States. 

The amount expended for representation purposes during prior years is as fol- 
lows: Fiscal year 1956, $185,259; for fiscal year 1957, $159,800; and for fiscal 
year 1958, approximately $173,650. These figures were submitted to the subcom- 
mittee of the Committee on Appropriations of the House of Representatives and 
appear at page 1437 of the hearings. 

The amount in the miltary-aid program expended for representation purposes 
was similarly reported to the subcommittee of the House Committee on Appro- 
priations and appears also at page 1437 of the hearings. For convenience the 
information submitted was as follows: For fiscal year 1956, $141,500; for fiseal 
year 1957, $157,950. The amount estimated for fiscal year 1958 was $172,100, and 
the amount requested in the budget for fiscal year 1959 is $167,600. 


17. Lao investigation 


(a) Criticism. ‘Then, when they found out about the plan downtown, they 
said, in effect, ‘If you want to send a group down there, if you want to subpena 
our records, we will come before your committee and make an honest confession.’ 
The gentleman surely remembers the understanding we had” (p. 11758). 

Answer.—ICA’s understanding is that the above statement refers to the Gen- 
eral Accounting Office and not to ICA. At the time in question the GAO had 
recently received in Washington the report of its field investigators after com- 
pleting their study of the Lao program, and they were in process of completing 
their formal report when requested to appear before the Passman subcommittee. 
(See the following answer for an account of the GAO Lao study.) 

(b) Criticism.—*It is also apparent from the hearings that there was a definite 
lack of cooperation with the GAO and subcommittee on the part of those running 
the show” (p. 11759). 

Answer.—This charge is not justified. Every effort has been made to facilitate 
GAO investigations of ICA operations in Laos and Vietnam. The GAO field 
investigation of the Vietnam program was conducted in October 1956. When 
informed that the GAO intended sending a team to Laos, ICA instructed the 
USOM in Laos to assist the team in every way initsinquiry. The USOM Director 
has given personal assurance that these instructions were carried out fully and 
that the team made no complaint of lack of cooperation. Likewise, as regards 
GAO activities in Washington, no complaints of lack of cooperation have been 
received. 

In its summary report on the investigation of ICA operations in Cambodia, 
Laos, and Vietnam, the GAO did state that though a draft report was submitted 
to ICA for comment in July 1957, ICA’s reply was not received until January 1958. 
In commenting on this summary report, ICA pointed out that— 

(a) The Lao section of the draft report was not received in ICA until 
August 1957; 

(b) “The draft report, which covered all 3 countries, could not be answered 
until such time as mission comments were received from all 3 missions con- 
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cerned. Communications to those countries, particularly Laos, are time. 
consuming—airgrams, the only logical way the report could be transmitted, 
taking as much as 2 weeks to Laos and 2 weeks return. The very scope of these 
reports placed considerable extra work on the staff of ICA/W and the 
USOM’s—this in addition to day-to-day operations.” 

(c) “It should be noted that the GAO overseas audit was conducted in 
October 1956 and the final section of the draft received by ICA in August— 
some 11 months later.” 

With respect to cooperation with the subcommittee, ICA knows of no instance 
in which it failed to provide the desired information or in any way to respond 
to its desires. The Congressional Record presents ample evidence that at no 
time did the Department of State and ICA hesitate to make known the facts 
frankly and fully. As early as March 3, 1958, Ambassador J. Graham Parsons, 
recently returned from Laos, appeared before the Far East and Pacific Sub- 
committee of the House Foreign Affairs Committee and discussed frankly with 
the committee the situation with respect to the program in Laos. On March 5, 
1958, when the executive branch presented its proposals for aid to the Far East 
before the House Foreign Affairs Committee, the Lao situation was again dis- 
cussed. Subsequently, in special hearings on Laos before the Far East and 
Pacific Subcommittee of the House Foreign Affairs Committee on May 7 and 8, 
the problems in the Lao program were discussed in detail. A special hearing 
on this subject also was scheduled before the Foreign Operations Subcommittee 
of the House Appropriations Committee, with the witnesses to be Assistant 
Secretary Walter S. Robertson, Ambassador Parsons, and former ICA Mission 
Director in Laos N. Carter de Paul. The day before this hearing was scheduled 
to take place, however, it was canceled at the committee’s request, with the 
understanding that the committee would go into questions on Laos when con- 
sidering the executive branch proposals for fiscal year 1959 mutual security aid 
for the Far East. A full discussion of this subject took place on June 11-13, 
1958, the executive branch witnesses being Assistant Secretary Robertson, Am- 
bassador Parsons, Deputy Assistant Secretary for Military Assistance Programs 
Charles H. Shuff, and ICA Regional Director for the Far East Raymond T. 
Mayer. 

18. Use of private capital 

Criticism.—*First, ICA might, as they should, seek to promote economic devel- 
opment abroad through the investment of private capital rather than spending 
public funds” (p. 11772) 

Answer.—ICA has sought consistently, as a major element of its policy, to utilize 
and encourage private enterprise and investment wherever possible. It has 
developed a variety of methods to encourage such private participation. ICA 
procurement rules are designed to encourage use of private trade channels. ICA's 
Office of Small Business has worked out ways to draw the attention of American 
small business to opportunities to participate in ICA-financed procurement. The 
technical assistance programs rely heavily on American private enterprise for 
training of foreign nations in the United States and for demonstration and survey 
projects abroad. The investment-guaranty program has been developed to in- 
sure American private capital invested overseas against the risks of inconverti- 
bility, expropriation, and war hazards. 

There are several private industrial development banks initiated or supported 
by ICA which promote industry by providing much needed capital exclusively to 
private undertakings. Much of our technical assistance bears with it advice 
and techniques making important contributions in fostering private initiative 
and in bringing awareness to governments of the potentialities of private enter- 
prise. 

The new Development Loan Fund is receiving a large share of its applications 
from the private sector and is giving these high priority. Applications which are 
in the public sector are screened to determine whether private enterprise could 
be brought in. 

Furthermore, assistance in the public sector is to a large extent restricted to 
helping provide the basic social overhead—the transportation, water resources, 
health and education facilities, ete——which is essential to expansion of the pri- 
vate sector, but which could not or would not be undertaken by private enter- 
prise. 
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19. Personnel employed in program 


Criticism.—“The foreign aid program has grown to the extent that the total 
number of personnel employed in its operation on a worldwide basis now exceeds 
40,000. Fantastic? Yes. Unbelievable? Yes. But it is true” (p. 11632). 

Answer.—The total number of employees from all agencies engaged in the 
operation of the mutual security program as of June 30, 1958, was estimated to 
be 40,561 persons, as follows: 


ICA: 
Washington 
Overseas—American 4, 093 
Local employed foruign -NATOnAIR, ..ox.dceicitiige ieiescctnannanragtal 5, 061 


Subtotal 11, 027 

Participating SECNCT. CNP FOE icccccint Série 600 

Subtotal 11, 627 
Persons employed by 1c A and paid from trust funds made available 

DY Participating : COUMLIOS Qnic<noduncaeedeondeeseneeeeel 2, 350 


Total 13, 977 


Department of State: 
Washington____ a 352 
Overseas—Americans__ 652 
Local employees—foreign nationals__...__..._..._.__.-..----..--..- 2, 3238 


Total__- see preness 3, 327 


Dep irtment of Defense : : 
13, 208 
Foreign ni nationals 
Military personnel participating in mutual-security program whose 
pay and allowances are paid from military appropriations_______ 8, 030 


TUtacaccien 23, 257 
Recapitulations : 

Number of personnel paid from mutual security funds____________ 30, 181 

Number of personnel paid from other funds_______-______________ 10, 380 


Total 40, 561 

The above figures have been submitted to the Foreign Operations Subcommit- 
tee of the House Appropriations Committee in connection with the hearings on 
mutual security appropriations for 1959 (hearings, pp. 1437-1488). 

For purposes of comparison with the above figures the numbers of persons 
employed under the economic aid portion the the mutual security program on 
December 31, 1953, was 8,855 compared with an actual employment on December 
31, 1957, of 13,173 and an estimated employment on June 30, 1958, of 13.977 
persons. The 1958 figure included 2,284 local employees paid from trust funds 
made available by cooperating countries as their contribution to the program. 

The oe with the 1953 employment figures was reported and fully 
explained to the House Committee on Foreign Affairs in response to an inquiry 
by Congressman Armistead Selden, of Alabama, and appears at page 117 of the 
hearings of that committee on the Mutual Security Act of 1958. 

To summarize that response, the increases in staff under the economic aid 
portion of the mutual security program are the product of two principal factors: 

(1) Continued emphasis on project-type aid, particularly 
tion; 

(2) Extension of assistance or significantly increased programs in 
developing countries. 

The technical cooperation program accounts for approximately Sti percent 
of ICA’s total personnel strength although appropriations for the carrying out 
of such programs represent only about 8 percent of total funds made available 
for the economic aid program. Obligations incurred under the appropriations 
for technical cooperation have increased each year and this accounts in part 


technical coopera- 


newly 
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for the corresponding increase in personnel. For example, obligations of tech- 
nical cooperation funds were $113,676,000 in fiscal year 1955; $126,889,000 in 
fiscal year 1956; and $129,185,000 in fiscal year 1957. In addition, program 
requirements under the technical cooperation programs have caused a progres- 
sively larger proportion of available technical cooperation funds to be spent 
for direct hire of United States personnel. In fiscal year 1954 only 17.9 per- 
cent of the appropriation was used for United States personnel. By 1957 this 
percentage had increased to 25 percent. 

Furthermore, it should be noted that the countries in which current pro- 
grams have been expanded, as well as those in which new programs have been 
undertaken, tend to be the newly developing nations. These do not have enough 
economists, engineers, and technicians to plan and supervise projects. Such 
searcities make necessary relatively larger numbers of ICA staff, as technicians, 
programers, and auditors. 

In addition, the expansion of ICA programs to newly developing countries 
tends to emphasize project aid. Project aid is the great user of ICA technical 
staff, since, in project work, personnel must be employed as technicians to work 
with, and train host-country technicians, to perform required contracting, pro- 
curement, and training activities, and to screen proposed projects. 

The increase in Department of Defense personnel in recent years has been 
largely due to the establishment of seven additional military assistance advisory 
groups which occurred from 1954 to 1958. Also, following the Korean armistice 
and the Indochina settlement, MAAG missions were expanded in certain Far 
Eastern nations to meet new United States commitments in that area. Some 
of these missions, moreover, required an increase in local employee staffing to 
provide for their own support services due to the absence of United States 
tactical forces or the lack of adequate facilities in the Embassies in those coun- 
tries (e. g., Vietnam, Thailand, and Taiwan). 


RECESS 


Chairman Haypren. The committee will stand in recess until 10 
tomorrow morning. 

(Whereupon, at 12:45 p. m., Thursday, July 17, 1958, the com- 
mittee recessed to reconvene at 10 a. m. Friday, July 18, 1958.) 
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FRIDAY, JULY 18, 1958 


UNITED STATES SENATE, 
COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 
The committee met at 10 a. m., pursuant to recess, in room F-37, 
Hon. Carl Hayden, chairman of the committee, presiding. 
Present : Chairman Hayden, Senators E llender, Robertson, Stennis, 
Bridges, Saltonstall, Thye, Dworshak, and Dirksen. 


MUTUAL SECURITY PROGRAM 
DEVELOPMENT LOAN FUND 


STATEMENT OF HON. JACOB K. JAVITS, A UNITED STATES 
SENATOR FROM THE STATE OF NEW YORK 


GENERAL STATEMENT 


Chairman Haypen. The committee will be in order. 

Senator Javits. 

Senator Javirs. Mr. Chairman, I testify today in the spirit of the 
body in which we both serve which calls upon its Members to lay 
before the appropriate committees the facts and opinions which they 
expect to follow through in the floor debate and amendment stage. 

For that reason I appear today to urge the appropriation of the 
full $825 million for the Dev elopment Loan Fund as authorized rather 
than the $325 million appropriated by the House of Representatives 
or the $625 million requested by the administration. 

I believe that of all the programs before us which should be directly 
and materially affected by the conflagration in Iraq and United States 
and British troop movements into Lebanon and Jordan at the request 
of their Governments in the interest of their inherent right of self- 
defense, it is the appropriation for the Development Loan Fund. 

When the House of Representatives acted on mutual security appro- 
priations it was not against this background. Now, however, we must 
read correctly the implications of the mideast crisis in whatever we 
do on the Development Loan Fund. For this is the basic economic 
aid program of the United States. This is the program directly com- 
peting with the aid program of the Soviet Union which in the last 
3 years is estimated to have put veoh in economic aid development loans 
appr oximately $600 million per yea 

This is the fund to which n: cite shaken by the current upheaval 
will look for economic aid in the days ahead. We cannot be blind to 
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the significance of the Development Loan Fund and we must do the 
right thing by it. 

‘T testify today, therefore, in the spirit of this body which calls upon 
its members to ‘lay before the appropriate committees the facts and 
opinion which they expect to follow through in the floor debate and 
amendment stage. 

The facts justifyi ing urgent need for the full appropriation of $825 
million are very clear from the testimony before this committee by 
the Deputy Under Secretary of State for Economic Affairs, Hon, 
Douglas Dillon, on this subject. 

Mr. Dillon has already characterized the $625 million requested as 
“at most no more than the barest minimum” and it is very clear from 
“) testimony that it was only the inhibition of the administrator 

faced with what is labeled “realistic advice from congressional 
sources” that has prevented the request for the full $825 million from 
being made. 





INADEQUACY OF ADMINISTRATION'S PROPOSAL 


I feel in this respect the administration’s proposal is inadequate in 
the face of today’s stern necessities and that it is my duty as a Senator 
to seek to repair that inadequacy. 

The evidence, it seems to me, is overwhelming. Mr. Dillon testi- 
fied that there is $33 million left in the fund and that— 





the only reason this $33 million is not also committed is that we felt it prudent 
to await the action of the Congress on the 1959 request before utilizing all 
our funds. 
In fact, Mr. Dillon speaks of more than $1.9 billion in applications 
now under consideration and this against $300 million appropriated, 
It is now confidently expected that legitimate applications for the 
Development Loan Fund in the next year will be not less than $1 
billion for a total of $2.9 billion: hence, the amount sought by the 
administration is inadequate to the present situation. 
Indeed, said Mr. Dillon: 


We have operated for the past 6 months at an annual rate of about $600 mil- 
lion. The appropriation voted by the House will force a reduction of 50 percent 
in this rate. 


So drastic has been the cut in the House that Mr. Dillon was con- 
strained to say: 






This reduction raises a question not merely as to the scale of fund operations 
but as to whether there should be a fund at all. It would deprive the fund 
of any real prospect of achieving the purpose which the Congress intended 
the fund to fulfill * * *. 


AREAS OF 





APPROVED LOANS 


Lest there be any mistake about where this development money is 
going, the list of loans already approved or funds earmarked for 
loans includes Honduras, India, Ceylon, Israel, Pakistan, Taiwan, 
Turkey, Greece, Paraguay, and Thailand—the very kind of under- 
developed areas so markedly at stake in the present intensified 
struggle to preserve the free world. 

It is estimated that about 35 percent of the value of loan requests 
represent applications from south Asia, — ve percent from the 
Near East, 15 percent from the Far East, 10 percent from Latin 
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America, and 8 percent from Africa, with only 12 percent from Eu- 
rope; in short, that 8 percent of the loan requests are directly from 
the underdeveloped areas which really need economic development 
help the most. 

It is by now recognized that development loans from the public 
sector should be properly related to the kind of progress which re- 
quires public sector financing and should be coordinated with pri- 

vate enterprise. ‘The fact that this is working out in respect of the 
Development Loan Fund is evident from a list of the projects for 
which loans are being granted or for which money is being earmarked 
coupled with the fact that over 40 percent of the value of loan pro- 
posals before the Fund is for privately owned enterprises. 

The people who live in the Sasa developed countries of the free world 
today—those in areas benefiting directly from United States develop- 
ment loans—are uniformly dissatisfied with the progress they have 
been making. 

Their impatience is easily understandable for at their present rate 
of economic growth, 20 years from now they will still be below the 
living standards enjoyed in the industrialized nations of the world 
at the turn of the 1900's. 


ESSENCE OF SOVIET COMPETITION 


This is the real essence of Soviet-Communist competition in the free 
world. We must expect comparisons between Red China on the one 
hand and India and Pakistan on the other; North and South Korea; 
Viet Minh and Vietnam; the United Arab Republic and Arab States 


which still adhere to the free world. 

These are the real standards and it is by these standards written 
in letters of fire by the events now transpiring in the Mideast, I feel 
we would be doing less than our bounden duty to supply less than the 
full authorization of $825 million by way of appropriation for the 
Development Loan Fund. 

Think of the stimulation to the faith of the nations of the free 
world at the same stage of development of other countries in the 
Communist orbit if our reaction to the Middle East crisis was to ap- 
propriate more than the administration asked to help them in the 
ways of peace. 

I think it would be striking, it would be what is needed on this 
occasion. 

We are not going to win if we are constantly on the defensive and 
must hurry up to repair damage already done. 

We have to ride forward in the saddle as westerners say and I testi- 
fied in my opinion as to one way to do it. 


TOTAL LOAN APPLICATIONS 


Senator ELLenper. Senator Javits, as you know, the evidence so far 
developed indicates that since the dev elopment loan fund has been 
created applications aggregating over $3 billion have been received. 

Now, are you suggesting that this money be distributed to any coun- 
try that is underdeveloped irrespective of any aid that may have been 
given by us in the past ? 

Senator Javrrs. No; I do not think that that is my desire. 
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Senator Extenper. Let us take the case of Greece. 
Greece over $2 billion. They are applying for money. 

Israel is in the same category. 

Pakistan is in the same category. 

If the amount that is made available is trimmed to the amount sug- 
gested in the authorization, do you not think that every effort ought 
to be made to assist those underdeveloped countries who have not re- 
ceived any aid in the past ? 

Senator Javirs. Senator Ellender, I believe that the countries that 
need it are not necessarily the countries which have not received aid. 

On the contrary, I consider our advances and grants to Greece one 
of the greatest investments that we have ever made. I consider that 
true of Pakistan. I consider that true of a great many of the countries 
that have applied, including Israel, which, incidentally right now is 
the one absolutely dependable beachhead in the whole eastern Mediter- 
ranean. 

If you had to buy it today, you would pay 10 times what you have put 
into it up to date. 

In short, it depends on two things: The needs and our capacity. 

The needs are absolutely unbelievable and we must do whatever we 
can in line with our financial situation to meet those needs. 

I deeply believe that the relationship between our gross national 
product and the financial capability of the people of the United States 
comparable to the needs in the world today conducive to our freedom 
require us to appropriate the full $825 million. 


We have given 


GROSS NATIONAL PRODUCT FORMULA 


Senator Eitenpver. I have contended before this committee that the 
gross national product formula is just a phony. We have a large 
gross national product for the reason that the wages in this country 
are so much greater than those paid in other countries that you can- 
not compare it from that standpoint. 

We have just so much money to divide amongst the people of the 
underdeveloped countries. It strikes me that if we are to embark on 


a program of that character that it should be given to the least under- 
developed countries. 


ARAB-ISRAEL QUESTION 


I do not care how much money, as I have said oftentimes, we spend 
in the Middle East; you will never get peace there; you will never 
get anywhere with it unless it is possible to settle the Arab-Israel 
question. 

We cannot settle that problem in the Middle East by trying to ap- 
pease both sides. 

Senator Javirs. There is no question about the fact, Senator El- 
lender, that there are massive things to be done in the Middle East. 

For example, we have to settle the Arab-Palestine refugee question. 

We also have to settle the question of getting some oil into Europe, 
bypassing areas which have now proven completely unreliable. 

At the same time, we have to see that we do not lose these areas to 
the other side. That is exactly what is happening today. 

Senator ELLenper. We have been trying; in fact, for the past 5 
years I have made 5 successive trips to that area, and I have been ad- 
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vocating that we shall never have peace in the Middle East unless that 
question is settled, but no effort is made. 


APPEASEMENT POLICY 


On the contrary the policy of our Government is to try to appease 
each side in the hope that the problem will solve itself and 1 know 
it will not. 

Senator Javirs. Senator Ellender, I will always join with you in 
the effort to bring about a constructive resolution of that political 
problem. It is by no means the only one in that area. 

Nasserism is also an extremely vital one. 

Senator Exienper. Nassarism, in my humble judgment, has come 
into being because of the problem between Israel and the Arabs. 

The difficulty there is that the Arabs are in mortal fear that Israel 
will take over. That is what I found in every country I visited, even in 
north Africa. 

I do not care how much money we spend in the Near East and north 
Africa, unless that question is settled and settled soon, we are going to 
keep on having this disturbance that you and I are afraid will bring 
on war. 

Senator Javits. Senator Ellender, I wish I could agree with you 
that if you settle that question, you dispose of Nasserist-oriented am- 
bitions. 

But I am afraid we will not, and I am afraid the events prove it. 

Senator Eiienper. The great difficulty has been that some people 
are not willing to look at this problem in the light of the extreme na- 
tionalism that exists in the Middle East and also in north Africa. 


OBJECTIVES OF NASSAR 


There is no doubt in my mind but what Nassar is trying to do now 
is to get the Arabs together in the hope of settling the Arab-Israel 
question. 

Senator Javirs. In my opinion, Senator, it is that Nassar is trying 
to get the Arabs together in order to hold up Europe and the whole free 
world in the interest of his own ambitions, and that of his allies. 

Therefore, I am very thoroughly back of what we are doing now. 
I do not see anything inconsistent between that and moving heaven 
and earth to settle other problems. 

Let us keep our eye on the ball. 

Senator Exxenper. I just do not agree with you. We will debate 
that on the Senate floor. 

Senator Javrrs. In all friendship, sir. 

Senator ELienper. Right. 

Chairman Haypen. Mr. Eric Johnston. 


MoTION PICTURE INDUSTRY OF AMERICA 
STATEMENT OF HON. ERIC JOHNSTON, Representative 


PREPARED STATEMENT 


Mr. Jounston. Mr. Chairman and Senators, I have a prepared 
statement expressing my deep concern at the cut which the House has 
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made in the appropriations for the Development Loan Fund of our 
mutual-security legislation. 

But in compliance with the suggestion of the chairman, I am not 
going to read the statement. I will present it to you, and give you 
some highlights from it. 

Chairman Haypen. It will be included in the record in its entirety. 
(The statement referred to follows :) 


Mr. Chairman, I am Eric Johnston, a resident of Spokane, Wash. My busi- 
ness address is 1600 I Street, Washington, D. C., the office of the Motion Picture 
Association of America, of which I am president. 

I am also chairman of the Committee for International Economie Growth, a 
private, nonpartisan organization. 

I appreciate this opportunity to come before your committee during its con- 
sideration of the annual appropriation for mutual security programs. 

I appreciate it the more because of the urgent attention that you must devote 
to the unfortunate developments that threaten the peace and stability of our 
friends in the Near East. 

I shall therefore confine my remarks to one phase only of the bill before you. 
That is the Development Loan Fund. 

The main issue has already been settled. This Congress and previous ones 
have taken the position that the United States must help the free world to be- 
come economically strong enough to stay free. 

That position rests on two fundamental facts which we all understand and 
most of us accept. 

The first fact is that the future balance of power between the free and totali- 
tarian worlds depends upon the direction taken by the great surge of revolutions 
which have swept the earth during the past half century and have intensified 
since the war. They have brought political independence—but not economic 
independence—to more than a billion people living in potentially rich but pres- 
ently underdeveloped areas. 

The second fact is that a fundamental aim of Soviet policy is to draw these 
peoples into the Communist orbit by economic warfare. The deadly import of 
this for the free world is that the Soviet Union has the material means to ex- 
pand rapidly a program of economic penetration through trade agreements and 
development loans and grants. This Soviet program already has reached sub- 
stantial proportions to the detriment of the free world. 

I have been an advocate of long-range loans for many years. I have spoken 
widely on the subject. T have organized conferences and attended others aimed 
at sparking greater public and private investment in underdeveloped lands. 

Wherever I have gone in the world I have talked this problem over with 
government leaders, businessmen, and hankers. I have urged foreign lands to 
improve the climate for private investment. 

snt all of us realize that private investment is not enough at this stage. 
What is renuired is long-range, low-interest loans for such public and semi- 
public facilities as highways, railroads, docks, harbors, and the development 
and expansion of basic industrial and agricultural facilities. For this, we must 
turn to the Federal Government to do the job. 

The decision before this committee, in my judgment, is not the wisdom or 
the soundness of the basie policy already adopted and heretofore anproved by 
the Congress, but rather how large the Development Fund should be * * * 
whether the appropriation would do the job. 

Obviously this is a big and important decision. Those who decide the size 
of the loan program are, in effect, determining whether there shall be a pro- 
gram at all. 

There are those who believe sincerely that already we have enough programs 
and enough agencies and enough funds for these essential economic purposes. 
It is trne that there are a number of banks and loan funds that operate in this 
field. But the plain fact is that. however excellent the job thev do, they do 
not and cannot meet the problem we face—the objective that the Development 
Loan Fund was created to reach. 

That problem is the gap between the funds now being invested and the funds 
needed by the less-developed world to set in motion a dynamic process of growth 
and keep it going until it can become self-sustaining. The most conservative 
figures available indicate that this gap amounts probably to $314 _ billion 
annually. 
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Let us understand this. Over and above the approximately $3 billion of 
private and public funds now being invested in the underdeveloped lands each 
year—Swiss capital, Belgian capital, Netherlands capital, German capital, United 
States capital, French capital—there still remains a need for and the prudent 
use of $3 to $4 billion of additional funds. 

That void can be filled in a number of ways. The $2 billion increase in 
the lending authority of the Export-Import Bank will help provide a larger 
joan base. Certainly I am all for it. I also would favor an increase in the 
capital of the World Bank. 

I have advocated the establishment of a series of regional development cor- 
porations and I was happy to note that the Rockefeller brothers fund and others 
have made similar suggestions. Our more prosperous allies—notably West 
Germany—could probably step up foreign investments. 

But all of these combined still cannot fill the gap. In fact, to be blunt about 
it, even the amount originally authorized for the Development Loan Fund would 
not fill the need for foreign investment capital. But when the Congress author- 
ized $500 million for the first year and $625 million for the second year, it 
confirmed the need for at least this magnitude of funds. 

When the Congress cut the actual appropriation to $300 million for the first 
year’s operation I thought that it had made a mistake. Your long experience 
with Government accurately warned you, however, that the program would be 
slow getting off the ground; that an administrator would have to be selected, 
a staff recruited, regulations adopted, plans and proposals analyzed. 

That is past history. The Development Loan Fund is a soundly established, 
functioning agency. Since it began operations it has done a magnificent job. 
In half a year it has committed all but about $30 million of its available funds. 
It has before it nearly $2 billion in additional loan applications. Its name, its 
purpose, its policies are now know around the world—to potential borrowers 
and to our bitter rival alike. 

Surely, the Congress cannot now mean to go back on its own judgment when 
it made the original authorization. 

Surely, it would not be wise or farsighted to reduce the appropriation because 
the agency was slow in getting started. 

Surely, we do ourselves no good abroad by backing and filling on a widely 
heralded policy whose enactment was applauded everywhere except behind the 
Iron Curtain. 

To restore the appropriation to the amount the Congress authorized last 
year—the $625 million you said should be made available—would be an act of 
statesmanship and prudence. 

It would be a long step on the road toward eventual curtailment of grants 
and gifts. It would establish a sound long-range loan operation which makes 
clear to the world that America stands ready to act as lender to the under- 
developed countries to help themselves. To be niggardly with the loan program, 
and at the same time to reduce grants, is an impossible feat of financial gymnas- 
tics in today’s world. 

The current grave situation emphasizes the indispensability of an economic 
development program. We should not permit ourselves to be diverted from 
the urgent need for basic planning for the future. 

We must remember that what is occurring now is not the ultimate solution 
to Middle Eastern problems. The ultimate solution must still lie in the economic 
development of that area—the ultization, for instance, of the great river systems 
there for irrigation and for power. 

By pursuing such a policy we shall demonstrate to the peoples of the area 
that the unmistakable aim of the United States is to bolster their economic 
strength and their political freedoms. 

I believe earnestly—and have for a long time—that we in the United States 
cannot go on indefinitely with gifts and grants. In the long run, it is not good 
for us, and it is not good for the recipient countries. 

To me as a businessman, loan program by America to a world peopled with 
men and women striving for a better standard of living and insistent upon having 
it one way or another are the best answer to our problems. 

Democracy and liberty and freedom cannot expect to survive in a world in 
which we alone live like kings and one-third live in squalor and poverty and 
degradation. 

I hope—and I believe—that this committee, for which the Senate and the Con- 
gress have so much respect and admiration, will meet the problem forthrightly 
by appropriating the full amount of $625 million for the Development Loan Fund. 
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GENERAL STATEMENT 


Mr. Jonnsron. I will attempt to relate what is happening in the 
Middle East, the crisis in the Middle East, to the legislation which 
you now have before you, and particularly to the loan fund. 

As I think most of you realize, I have served a considerable length 
of time in this area on assignments from this administration and from 
its predecessor. 

It seems to me extremely important that we not allow the immediate 
crisis in the Middle East to distort our vision of the long range 
picture. 

It seems to me that we must understand exactly what is going on in 
this area and how it influences what is going on in the rest of the 
world and how it affects us in the United States. 
















SIGNIFICANCE OF CHAIN OF REVOLUTIONS 
























The central political fact of our time is the chain of revolutions 
against imperialism and feudalism and human misery which have 
been taking place in many portions of the world. 

They are smouldering in other portions of the world—as a matter 
of fact, in almost all of the world except the few industrialized 
western nations. 

Now, I think we also should understand that these revolutions 
should be viewed in their composite whole. They started about 50 
years ago with the revolt of the Young Turks against the crumbling 


~ 


Ottoman Empire. 

They have continued in various forms in various areas of the world 
ever since. 

In Russia and China they combined with the movement of com- 
munism, to the great detriment of the people of all of the world. 

In the Middle East they have taken the form of extreme and fan- 
atical nationalism. 

Now, the basic motives of all of these revolts have been exactly 
the same; namely, they have been revolts against feudalism and im- 
perialism. They express the deep desire for freedom for their own 
nation, for status among the other nations of the world, for elevation 
in the standard of living of their own people. 

These are common aspirations among all people everywhere. 

As a matter of fact, it is pertinent to say that we in America started 
this revolutionary chain and proved that we could attain the aspira- 
tions which our forefathers had. 


LANDING OF TROOPS IN LEBANON 


Now, this tide of revolution, as I said, is a central political fact of 
our lifetime. I think that we will agree that the landing of troops in 
Lebanon is not the solution to the basic problem in this area, irrespec- 
tive of the necessity of doing so. 

Senator Exttenper. Do you not think that our landing in Lebanon 
has created a problem, Mr. Johnston ? 

Mr. Jounston. I think we are in a position now 

Senator E:tenper. I met you in the Middle East on several occa- 
sions when I visited that area. 
Mr. Jounston. That is right. 
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Senator ELLenver. You were attempting to solve some problems 
then, but I do not think you succeeded too well. Do you not think 
that unless and until the problems between the Israelites and the Arabs 
are settled that you are going to have this foment until it will even- 
tually boil over ? 

Mr. Jounston. Of course, you have to settle this problem; there 
is no argument about that. 

Senator ExLenper. Exactly. Then, that is where we should center 
our efforts. I have been advocating that for the past 5 years. 

Mr. Jornston. I think we ought to agree that even should we 
settle the military problem in Lebanon and be able to get some po- 
litical stability in the area, that we still must pursue more positive 
and attractive alternatives and that we should do this in complete 
comprehension of the tremendous challenge which faces us in this area. 

I have often felt that we have missed the boat in this area very ma- 
terially, Senator Ellender, and I think that perhaps had we e started 


a massive program there a long time ago, we might not have had the 
problems that now face us. 


SITUATION IN IRAQ 


I want to talk specifically about Iraq, which is so important to us. 

Iraq was oriented to the West, a nation which had the basic funda- 
mentals of development, a nation which had oil, which is essential 
for industrialization, and had some money. 

Moreover the money has been in substantial measure used to try to 
improve the lot of their people. But the funds have not been adequate 
for the problems involved. They have two great river systems, the 
Tigris and Euphrates, and large areas of land which could be utilized 
for development. In short, the country is much better off than most 
of the countries of the Middle East. 

Here was a nation which was primarily oriented toward the West. 
Yet there were two factors in this nation which probably helped bring 
about the present difficulties. One was the inadequacy of funds to do 
the development job more rapidly, which was essential, and the second 
was a constant bombardment of propaganda and infiltration from 
other nations who were anxious to have something else occur in this 
particular area. 


EXPENDITURES IN IRAQ 


Senator Eiitenprer. Have you any idea how much money is being 
used each year in Iraq ? 

Mr. Jounston. Yes; Ido. 

Senator Extenver. How much? 

Mr. Jounston. About $125 million. 

Senator ELLenper. It is about 70 percent of the oil revenues? 

Mr. Jounston. Not quite that large, Senator. 

Senator ELLenver. It is about that. 

Mr. Jounston. About $125 million has been used. 

Senator ELLenper. Have you been there lately to see the ways and 
means that are employed to settle the Iraqis ? 

Mr. Jonnston. I have been there. 

Senator ELtenper. Do you agree with the methods employed ? 

Mr. Jounston. Not completely. 
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FEUDALISTIC METHODS 


Senator ELLtenper. Of course, you don’t. 
The methods that are employed there are still feudalistic. The 
shieks are being given more say than the average Iraqis. That has 
caused much of the trouble in that area. 
Mr. Jounsron. There is no question about that, Senator Ellender, 
As I say, there have been insufficient funds to raise the standard of 
living of the people quickly. I think Iraq has made tremendous 
progress in what has been done in changing the system in the last 10 
years. I think you must recognize that, Senator. It probably has 
done more than any of the other “Arab States. 
Senator Exrenprr. I was there last year for 2 months. I noted 
some change. 
Mr. Jounston. That is right. 
Senator ExLenper. But on all of the projects I would say that over 
a third of those who settled left because of their inability to farm 
They do not know how to farm and thus they become dissatisfied. 
Mr. Jounston. Senator, we have not given enough assistance to 
show these people how to farm and what to do. 
Senator ELienper. We have been sending many technicians there, 
at a cost of about $3 million per year. 
Mr. Jounston. That is right. 
Senator Exienver. And that is all they would accept, as you know, 
The fact is we have given them millions of dollars in military aid 
which should not have ‘been the case. If we had used that money to 
assist them along the lines suggested by you, we might be in better 
shape. 
Mr. Jounston. I could not agree with you more 
Senator ELienper. All right I will agree with you. Let us restore 
the money to the Dev elopment Loan Fund and reduce military aid 
accordingly because that is what has caused our troubles out there. 
Traq has now been taken over and the guns and the instruments of 
war that we have made available to them are going to be used against 
usnow. Isthat not right? 
Mr. Jounston. You are absolutely correct in many of the things 
you have stated. Certain it is that the development in this area has 
not kept pace or been commensurate with our interest in this area 


NATURE 





AND EFFECT OF ARAB NATIONALISM 


Now, I think the events of the past year have proven our failure to 
understand the nature and effect of extreme Arab nationalism. I 
believe very sincerely that we must understand Arab nationalism. 
We have not gone along w ith it, as I have stated. We have not under- 
stood it. The Soviet Union has and they have made much greater 
progress in this area than we have because they have understood what 
the Arabs want and are attempting to do. 

Certainly it is no guaranty, simply because there are massive aid 
funds, that there will not be extreme radicalism of one kind or another 
or even revolution in a country. But certain it is that in these areas 
of the world where there is stagnation and retrogression, there is 
going to be revolution unless something is done. Military action is 
not, of course, the long-range answer to the problem. 
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The military is necessary, and I want to emphasize as one who has 
been in Russia frequently, as you know, Senator, and as have you, 
that I quite understand that there is nothing that the Russians appre- 
ciate as much as strength. I think we must be adequately armed 
irrespective of what occurs. 

But I also know that all that arms do for us in the Middle East, or 
any other area of the world, is to buy us time to solve the more basic 
problems involved because arms themselves do not solve any of these 
problems. 

How are we going to solve these problems in this area of the Middle 
East of which we are now talking? 

I think we have to do it by understanding that people want to make 
progress, that they want to shed feud: alism, that they want to make 
economic progress, that they want to have nations of their own, free- 
dom and a stake and status in society. I think we must cooperate with 
them and do something to assist them in attaining this objective. 

If we do not do it, then I think we are going to have continuing revo- 
lutions in other areas of the world one after another. Are we going 
to rush with a fire department to attempt to put them out and put the 
military force in, all of which solves nothing because the basic problem 
remains ? 

COOPERATION FOR DEVELOPMENT 


The only sensible thing I have ever heard seriously advanced by 
anyone to try to solve these problems is to help people to help them- 
selves by cooperation with them for their development. If we expect 
them to become free nations they must develop in their own way, 
remove poverty, mass illiteracy, mass disease, and have an opportunity 
for progress. 

The Development Loan Fund, as I see it, is one important means 
and method of doing this. 

So, of course, are our other loan agencies, the Export-Import Bank, 
the World Bank, and private agencies of one kind or another, through 
private funds, which I am all for stimulating. Incidentally, the De- 
velopment Loan Fund is set up so that private enterprise can be stimu- 
lated in these areas. But the Development Loan Fund and all the 
other funds now employed, I think, are completely inadequate to do 

the job, in the opinion of anyone familiar with this whole area. 

We really need more funds rather than less funds. 

The money that has been requested by the administration is the 
minimum that we should appropriate for a development loan fund, 
a revolving loan fund which is far better, in my opinion, than gifts 
and grants. 

I want to conclude by saying that even if we get political stability 
in Lebanon, Jordan, and other Arab nations, we still will not have 
solved the problems of this area. Those problems must be solved 
by helping to give the people themselves hope that they can have a 
higher standard of living, if not for themselves, at least for their 
children. 

People can endure grinding poverty with hope, but they cannot 
enjoy riches without hope and the Soviet Union is giving those people 
hope. 

It seems to me we should give it, too. 

Senator ELttenper. How can they do that? 
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Mr. Jounston. Because they have encouraged these people toward 
their own nationalism. They have encouraged these people to develop 
themselves. The Soviet Union in the last 2 years in Egypt and Syria 
alone—— 

Senator Exienper. Is that what you are suggesting, too? 

Mr. Jounston. That is right. But, as I say—it must be so much 
more attractive for them to cooperate with the West that they will 
want to cooperate with the West. 

Senator ELLenper. We have been giving in that area, I will not say 
until it hurts, but we have helped to a large extent. 





PAYMENT OF TAXES BY THE RICH 





Mr. Johnston, just as sure as you are sitting in that chair unless 
you can get the local governments to cooperate, we will not get 
anywhere. Iran isa rich country. Lebanon, I call it the eb of the 
Middle East, has more millionaires per capita than we have in the 
United States, yet the Government there is incapable of making those 
millionaires pay their just proportion of taxes. 

Unless that is done, there will never be stability in the Middle 
East. We must get the governments to force the people who are 
able to pay taxes to the same extent we pay our taxes in this country. 

Mr. Jounston. Senator, I think Lebanon has made great progress 


in the last few years and is trying to do the very thing you are 
talking about. 


Senator ELLenper. Yes, with our aid. 

































EXPENDITURES IN LEBANON 


Mr. Jounston. Really, the amount of aid we have given in this area 
has been relatively very, very small. I am sure you realize that? 

Senator Extenper. It has been about $10 million a year. 

Mr. Jounston. In Lebanon? 

Senator ELtenper. Yes. 

Mr. Jounston. No, Senator, absolutely not. Senator, we have not 
given $10 million a year to Lebanon. The World Bank may have 
loaned funds. 


Senator Errenper. You are not familiar with the contingency 
funds? 


SOVIET LOANS TO UNITED ARAB REPUBLIC 






Mr. Jonnston. I am quite familiar with them. In any event, I 
feel that the amount of money we have made available for economic 
development in this area has been very, very small. 

In the last 2 years, the Soviet Union has spent $485 million in the 
United Arab Republic against our $14 million. 

Senator Extenper. Through loans. 

Mr. Jounston. Certainly, and I am advocating loans. 

Senator Extenper. And loans for military equipment in Egypt? 

Mr. Jounston. The $485 million has been mainly for economic 
development projects. 

Senator Extenper. How much have the Russians given to all its 
friends in the Middle East, in fact, all over the world, including 


India? 
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Mr. Jounsron. In the last 2 years about $1,900,000,000. They em- 
barked on this program only about 2 years ago. 

Senator ELtenver. The evidence shows that in the last 3 years they 
have made loans of $1.7 billion and in contrast to that, in the past 10 
years, we have made available to the people of the world almost $60 
billion which were mostly grants. 

Mr. Jounston. Senator, I really think that is not accurate. 

Senator ELtenper. I know it is. 

Mr. Jounston. You are including military as well as economic ? 

Senator Ettenper. Exactly. 

Mr. Jounsron. Iam talking about economic aid only and the Devel- 
opment Loan Fund and not the military aspects. 

Senator ELtenpver. The Development Loan Fund is something we 
should have had from the beginning. 

Mr. Jounston. You and I certainly agree on that. 

Senator ELttenper. That is what General Marshall advocated. 

Mr. Jounston. You and I agree on that. 

Senator ELienper. All right, but it is rather late to do it now. 

Mr. Jounsron. All you have to do is vote for this $625 million loan 
fund. 


Senator Ettenper. I will if we reduce the military assistance. 


DEFENSE ASSISTANCE AND SUPPORT 


Senator SALTONSTALL, I have one question, Mr. Johnston. 
By your statement in answer to Senator Ellender, you did not intend 
to indicate by those answers that you were against any military 


assistance or defense support? 

Mr. Jounston. Quite to the contrary, Senator. Before you arrived, 
I said I thought that military strength was absolutely essential, that 
any amount of money we had to appropriate for this purpose I 
thought we should appropriate; that the one thing we must do was 
to adequately defend ourselves in areas of the world where it was essen- 
tial to defend ourselves. 

Senator Satronstatn. That money is put in there essentially for 
our security and to assist those nations. 

Mr. Jounston. There is no question about that. 

Senator Sauronsraty. One of your answers might have led to an 
opposite conclusion. 

Senator ELtenper. That is what I understood. In fact when I pre- 
viously questioned you about Iraq, you agreed that if the military as- 
sistance had not been given we would probably not be in trouble. 

Mr. Jonnston. No, I did not intend to say that. 

Senator Ettenper. That is what is deep down in your heart, Mr. 
Johnston. 

In other words, you are for the whole program as presented by the 
President, which is the same kind of program that has been presented 
for the past 10 years and which has led us into more trouble than we 
are looking for. 

Mr. Jounston. I said that military action did not solve basic eco- 
nomic and social problems, but that 1t bought us time to solve those 
problems. I think it is essential that we also try to solve the funda- 
mental problems in this area as long as we are buying and paying 
enormous sums of money to purchase time to solve these problems. 
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That, at least, is what I intended to say. 

Thank you very much. 

Senator Srennis. Mr. Johnston, I know of your fine work over 
there, something about it, in the Middle East and I know your dis- 
appointment over some of the program. 

These are not catch questions or anything like that, but you say 
these people want to be nations of their own and we must ‘help them. 
Mr. Jounston. That is right. 
Senator Stennis. That is very good. 







HELPING SMALL NATIONS 





Now, just how can we help a little nation like Jordan? I have been 
there just enough to know how it looks and how the people make a 
living. How can we help a little nation like Jordan with a million 
and a half people and about half of them refugees, as I was told? 
How can we help a little nation like that to maintain itself in the 
present world affairs ? 

How can they battle the affairs of the nation, have an economy of 
their own, and have even local police ? 

Mr. Jounston. They had already joined with Iraq, which was 
probably an essential and necessary move. 


DEVELOPMENT OF 





JORDAN RIVER 


Jordon is probably not a viable nation, as you know. If we could 
have helped develop the Jordan River and Yarmuk River it would 
have increased the gross national product of Jordan 10 times and 
helped to make it a self-sustaining nation. The agricultural produce 
they could have grown in the Jordan and Yarmuk Valleys—namely 
dates, cotton, tobacco, tomatoes, and other products—could have raised 
the standard of livi ing. 

In addition there were many other things we could have done in 
Jordan had we been willing to do so. 






ENCOURAGEMENT 





OF INDUSTRY 


Gas could have been piped very cheaply from Iraq or Saudi Arabia 
for industrial purposes. 
You know, industry always follows power in every nation of the 
world if you gave some encouragement to it. Those are the kind of 
things we could have done in Jordan. 
For various reasons we did not do so. It was recommended to me 
many times that we should have done so. 

Senator Stennis. My disappointment was that any people, however 
brave or fine, would have slight chance to sustain themselves eco- 
nomically and maintain themselves politically in world affairs. It 
looks now like you are having to fly the soldiers in to sustain them 
and keep them from being taken over. 


ACCUMULATED WEALTH 


Another thing, our Ambassador in 1955, when I was there, related 
to me that a Lebanese had been in there the day before v ranting advice 
as to where to invest a million dollars. I said, “He did not have a 
million dollars, did he?” 
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He said, “ Yes, plenty.” 

He explained then how rich this nation was in millionares, as Sen- 
ator Ellender pointed out. 

What worried me from then on is how can we do something for 
little people and other little countries when its own accumulated 
wealth does not get out and try to doit. Iam not saying that critically. 
You are familiar withthat. Iam not. 

Mr. Jounston. I am. I am very familiar with it. If I can take 
1 minute I want to say to you there have been repeated efforts by 
eee to form international regional development projects in their 
own area. The man who is head of a large Lebanese bank was able 
to get seabitleas a considerable sum of money not only from Lebanon, 
but also from Saudi Arabian and Iraqi sources, for a regional develop- 
ment program. It is now being considered by our ICA and is also 
being considered by our International Development Loan Fund. 

I think m: ny of these people are willing to put up money directly, 
but they have had one obstacle after another and I don’t think we 
have pushed hard enough to assist them. We have been too much 
interested, perhaps, in other things. 

But I do not want to leave the i impression, which I am afraid Sen- 
ator Ellender left, that these people don’t want to invest in their own 
area and do something for themselves, because they do. 

I can give you names and places of people who do. 

Senator ELLENDER. They are afraid to invest in Jordan. 

Mr. Jounsron. I am not talking about Jordan. I referred to Leb- 
anon and Iraq. 

CAUSES OF REVOLT IN IRAQ 


Senator Stennis. Apparently, and I cannot understand it, the Gov- 
ernment has been overthrown over there by just a handful of men 
who jumped in there in a kind of palace uprising, so to speak, and 
eliminated just a few people. Now I have been waiting for the coun- 
teraction. Apparently there is not going to be any. 

If the Government is so unstable and so w eak, the ability is so thin, 
what is it to build on? I ask that very sine erely and seriously. 

Mr. Jounsron. Senator, the situation in Iraq is somewhat as you 
have stated, but they hawe been constantly bombarded by propaganda 
to overthrow the Government. Nasser had shown the road to na- 
tionalism. 

The great mass of the people have not yet been helped by the in- 
vestment of funds from the oil revenues of Iraq. The need was too 
large for them to have been able to make much of a dent yet. 

If they had another 6 years, 5 or 6 years, they could have made 
material economic progress. We should have assisted them too, in 
my opinion, and gone in there with more help. 

‘Here is an area with water, with land, and with a people who could 
have been trained in modern agriculture to take care of this land. 

It seems to me, however, that the constant propaganda and infil- 
tration from the United Arab Republic and from other sources to 
overthrow the Government, “Follow us and we will lead you to the 
promised land”, has helped cause this revolt. 

Senator Gren nis. That is my point. It is so thin, so weak, so easily 
overcome that it looks as though there is not enough to build on. 
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My father might have been wrong, but he always taught me you 
had to have a foundation to build anything on. 

Mr. Jounsron. That is right. Don’t you think we should help to 
build the foundation ? 

Senator Stennis Yes, if there is a chance. It looks to me as though 
the whole thing is going up in smoke already. 


IMPORTANCE OF MIDDLE EAST OIL 


Mr. Jounstron. Senator, this is one of the most important areas of 
the world to us. The oil of the Middle East is crucial to Europe. 

Senator Srennis. May I interrupt you? 

Mr. Jounston. Yes. 

Senator Stennis. I heard on the radio last night there was a very 
slim margin by which the House of Commons voted to take affirmative 
action in approving what the United States had done. There is that 
resolution before the U. N., of Sweden, a leading Scandinavian coun- 
try. If this oil is so vital to them, why is that their attitude. Where 
is the rest of Europe in backing us up in going into Lebanon ? 

You can no longer answer me by just saying we must back up our 
allies in Europe. 

So I do not see where the allies are moving out in front. 

Mr. JonHnston. As to the British vote, members of the Liberal 
Party and Socialist Party went over to join the Conservative Party 
in the vote. 

Senator Stennis. I know that. 


DEBATE IN UNITED NATIONS 





Mr. Jounston. I think what bothers the British is whether we 
should have landed troops in Lebanon. I listened on television to 
that debate last night in the United Nations, with the Japanese, the 
Swedes, the Russians, and Mr. Lodge. I am sure you probably 
listened to it, too. 

Senator Stennis. I heard a part of it. 

Mr. Jonnston. I think the whole question is: Was this a problem 
for the United Nations and should the Americans have put troops 
in there without permission of the United Nations, the question al- 
ready having been before the United Nations. 
















Senator Srennis. I cannot understand. This resolution is not 
going to pass the United Nations as I caught it last night. I think 


our position no doubt will not be sustained. 


JORDAN RIVER PROJECT 






Senator DworsHaKx. What happened to your Jordan River project? 
Mr. Jonnston. The Jordan River project was agreed to on the 
technical phases by the Arab States and by Israel. 


OPPOSITION OF SYRIA 






The technical phases of this construction program were all ap- 
proved. The political problem, however, was put up to the Arab 
League in a meeting in Cairo, in which Syria voted against it. The 
then Prime Minister of Syria, Mr. Ghazzi, stated if they put the 


pi 


cl oe 









MUTUAL SECURITY APPROPRIATIONS, 1959 447 
project into effect at that time that there would be a revolution in 
Syria because the Syrians would not understand. 
It would be regarded by them as cooperation with Israel. 
I had a long talk with Mr. Ghazzi in one of the palaces in Cairo 
and he pleaded with me to give him 60 or 90 days to help bring about 
some understanding. That night I was with Mr. Nasser until about 
4 o’clock in the morning drinking Turkish coffee. He assured me that 
if he could have 2 or 3 months the project could be put into effect. 
Additionally there were other factors. There was nothing we 
could do, but give them 2 to 3 months. Meanwhile events took place 
in the Middle East, which made it inadvisable to press the matter. 
The project was agreed to technically by the Arab States and Israel, 
and I still believe it can and should be carried out in the future. 
Chairman Haypen. Thank you, sir. 
Mr. Jounston. Thank you. 









































OPPOSITION TO MUTUAL SECURITY PROGRAM 


STATEMENT OF HON. SPRUILLE BRADEN, FORMER AMBASSADOR 
AND ASSISTANT SECRETARY OF STATE 


GENERAL STATEMENT 






Chairman Haypen. Mr. Spruille Braden. 
Mr. Brapven. Mr. Chairman and gentlemen, the invitation which I 
believe was requested by Senator Bridges, courteously extended to me 
by Chairman Hayden, to appear before this committee is an honor 
lappreciate deeply. 

Mr. Chairman, when I received your invitation I took time out from 
my business to prepare a statement. I came all the way from New 
York. 

1 understand I am probably the only opposition witness here. In 
view of the sacrifice and time and effort I have made, I ask permission 
toexempt from the 5-minute rule which you impose. 

I will try to cut out as I go through it, but I ask permission to be 
able to aan my prepared statement in its entirety. 

This statement which I brought down here was prepared a few 
days ago preceding the latest Near Eastern development. 

From the inception of our so-called mutual security programs al- 
most every happening abroad, irrespective of how irrelevant it might 
be, was used as an excuse for increasing our grants and loans. This 
was true from Korea to Bulganin’s and Khrushchev’s grand tours, 
from Suez and Port Said to Sputnik I. 

Now Lebanon and Iraq are seized upon by foreign aid advocates as 
an excuse for larger appropriations, whereas actually they only justify 
further substantial reductions beyond those made by the House. 

Gentlemen, I don’t know how soon the chips will be down for 
World War I1I—and I mean hot war. But, I do know that to survive 
we will need every sinew of physical and moral strength we possess. 

This next war we may have to fight pretty much alone. Already, in 
these crucial moments our so-called friends of the U. N. staff—Japan, 
Sweden, and others—have left our side, just as has happened and was 
to be expected with India, Yugoslavia and, of course, Poland. 
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When the chips are so close to being down, as they now are, we can 
count only on ourselves. No longer can we continue to throw our 
wealth out the window without full value received. No longer can we 

ermit incompetence, blundering, and dishonesty in the Internationa] 
Cadineaaticn Administration’s operations to destroy respect for and 
make a laughing stock of the United States of America. 

Neither Lebanon, nor any other part of the earth, should be used 
as an excuse for the Senate reinstating even a small part of the extray- 
agance, waste, and corruption which has been cut out of the ICA ap- 
propriations by the House. 

On the contrary, this bureaucratic squandering must be cut to the 
bone. 

Chairman Haypen. If you will be kind enough to highlight the 
statement, I will appreciate it. 

Mr. Braven. I will try to do that. 

Senator ELLenper. Since Mr. Braden is here and seems to be the 
only opposition witness, I think he should be given adequate oppor- 
tunity to express his views. 

Chairman Haypen. Well, I have stated the situation, which I am 
sure you will try to comply with. 


EVILS OF POINT 4 PROGRAM 


Mr. Brapen. On October 6, 1949, before the House Foreign Affairs 
Committee, I testified about the evils which I believed would result 
from what was then called the point 4 program. 

On June 3, 1957, before that same committee, I testified not only 
concerning those evils I had predicted in my previous testimony and 
which had come to pass, but about others that had arisen in connection 
with the United States foreign aid or mutual security programs. 

I respectfully urge this committee to read my testimony on those two 
occasions. 

That I am competent to testify on foreign aid is indicated by the 
fact that, following in my father’s footsteps, I have dedicated most of 
my life to the development of underdeveloped areas in foreign lands. 
He and I engaged in and have been responsible for many important 
development enterprises abroad which greatly benefited everyone 
concerned. 

We endured hardships and risked our reputations, efforts, and our 
own and our friends’ capital to make a fair profit. 

I wish to underscore the fact that never did we seek nor need subsi- 
dies from any government. 

Born in Montana in 1894, much of my boyhood and schooling was 
in Canada, Mexico, and Chile. 

After graduating in mining engineering from Yale, I became asso- 
ciated with my father in the exploration for, and development of, large 
copper and other mineral properties in South America. 

After 514 years in this work, I helped organize a Chilean company 
to bid, successfully, on the electrification of the Chilean state railroads. 
This undertaking was in association with the Westinghouse Electric 
Manufacturing Co. 

I arranged financing for over $20 million for both the railroads 
and the Chilean Government, which subsequently was paid off in full, 
without loss to any bondholder. 
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I understand that electrification project, even today, is probably 
one of the largest anywhere in the world, outside the United States. 

I developed and was active in many other successful businesses, 
both at home and abroad as, for instance : 

1. Acquisition and sale of large South American oil properties. 

2. Export and import. This included the first importations of 
Chilean fresh fruit into the United States. 

3. Negotiation on other loans, such as for Bolivia and the munici- 
pality of Santiago, Chile. 

4. I was an officer and director in several important corporations 
and organized others. 

In 1920 I served on the United States delegation to the Pan-Ameri- 
can Financial Conference at Washington. 

In 1933 President Roosevelt appointed me a delegate to the Seventh 
International Conference of American States at Montevideo, Uruguay,. 
and later as chief delegate to the Pan-American Commercial Confer-~ 
ence in Buenos Aires. 


SETTLEMENT OF WAR BETWEEN BOLIVIA AND PARAGUAY 


In 1935, with rank of Ambassador, I took over as chairman of the 
United States delegation in the Chaco Peace Conference which, after 
3% years of grueling work, settled the war between Bolivia and 
Paraguay. 

I am proud that so far as I know, I am the only living citizen of the 
United States who has negotiated and signed a peace treaty which has 
now endured for 20 years. 

I next served as Ambassador to Colombia for over 3 years, 3 years as 
Ambassador to Cuba, and finally as Ambassador to Argentina. 

From late 1945 to June 30, 1947, I was Assistant Secretary of State 
in Charge of American Republic A ffairs. 

In all my diplomatic work, I had to do intimately with financing 
and loans, the economic development of underdeveloped areas, mutual 
military security, and related matters. 

_ Also, I came to know the grave threat of communism, and that supe- 
rior force is the only thing respected by the Soviet and its representa- 
tives. 

For the last 11 years I have been a consultant on the foreign invest- 
ments and operations of a number of important corporations whose 
assets approximate $3 billion. 

I am a director of, or serve on, committees of several organizations 
having to do with foreign affairs. For example, I am president of 
the Pan-American Society of the United States. 

Finally, I am a trustee and a member of the executive and other 
committees of the Dry Dock Savings Bank. 

I want it clearly understood that my testimony here today exclu- 
sively represents my own convictions. : 

I must confess to feelings of both frustration and sorrow when 
once again I am requested to testify on the Mutual Security Act. 
Frustration because none of the questions which I raised in my afore- 
mentioned testimony before the Foreign Affairs Committee, as well 
as in many speeches I have given, ever have been answered by any 
individual or agency of our Government. ; 
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WASTE AND EXTRAVAGANCE 


I sorrow as I contemplate the callous way in which the Interna- 
tional Cooperation Administration—ICA—is permitted to waste and 
misspend billions and billions of our citizens’ earnings. 

The State Department and our diplomatic missions, since World 
War II, have been inflated bureaucratically almost beyond recogni- 
tion. This and the creation of appendages to it, such as ICA and 
USIA, have caused inefficiency, waste, and extravagance in the field, 
Not infrequently, this has irritated the people where our diplomatic 
missions are located and injured our relations generally. 

Foreign or mutual aid, by reason of its mushroom growth durin 
the last 16, and especially the last 10 years, has become so vast ian 
complex a subject as to require hundreds, if not thousands of pages 
to criticize it adequately. 

Therefore, to be brief and in order that you gentlemen may more 
readily question me on those aspects of the matter which interest you 
most, I shall limit my statement today to a few general propositions 
which I respectfully submit as a chopping block for discussion. 

For a more comprehensive exposition of some of my views, I should 
like to present for the record, and as an integral part of my testi- 
mony, copy of an address which I delivered in Washington on Jan- 
uary 30, 1958, before the American Coalition of Patriotic Societies. 

(The address referred to follows :) 


SprecH BY HoN. SPRUILLE BRADEN BEFORE ANNUAL MEETING OF THE AMERICAN 
COALITION OF PATRIOTIC SOCIETIES, MAYFLOWER HOTEL, WASHINGTON, D. C.,, 
JANUARY 30, 1958 


Years ago, I came to a conclusion, the truth of which has been reinforced 
with each passing year. It is that the gravest danger confronting mankind 
is not the hydrogen bomb, nor ICBM’s, Soviet aggression, nor communism, nor 
even another world war. It is the breakdown in morality everywhere, but 
above all in government. 

Within the scope of this generalization, I could talk at length about many of 
our governmental policies and operations. 

Nowhere is corruption in government more apparent than in what we call 
foreign aid. Today I shall discuss a few aspects of the United States mutual- 
security program. This activity is being carried forward on an ever-increas- 
ing and more ruinous scale by our policymakers and bureaucrats. 

It is my conviction that the mutual-security program strikes at and, if con- 
tinued much longer, may destroy our religion, our way of life, the Constitution, 
and, therefore, all decent and moral civilization. 

As background for my discussion, I present the following broad propositions: 

1. Other peoples are just as intelligent, some are physically stronger, and others 
possess greater natural resources than we. What has kept us strong has heen 
the American way of life, which resulted from both our religion and the prin- 
ciples laid down by the Founding Fathers. It has been a moral system, working 
through constitutional representative government, with devotion to individual 
dignity and freedom that has enabled us to accumulate the spiritual and mate 
rial capital which made the United States great. 

Response: Come what may, our most solemn, and if needs be, exclusive obliga- 
tion is to abide by and defend this American system. 

2. Only by adherence to the Judeo-Christian religion and dedication to and 
willingness, if needs be, to fight and die for the principles laid down in the 
Declaration of Independence, the Constitution, and the Bill of Rights can the 
United States of America and all it has stood for throughout the first century 
and a half of its existence endure and grow with assurance of complete security. 

Response: Never must we permit one-world sentimentalism to divert us from 
this holy purpose. 

3. Anything—I repeat, anything—which in the slightest threatens or operates 
against our religion and the fundamental principles of this Republic must be 








en = > - 


eo 


we SO OD 


& 


MUTUAL SECURITY APPROPRIATIONS, 1959 451 


repulsed indignantly abroad and scourged instantaneously from the body politic 
at home. 

Response: Therefore, our foreign aid programs in all categories must be 
reduced now, with the firm objective of eventually terminating them. A major 
reduction can and should be made at once. The present state of our economy 
makes this imperative. 

4. Private property is hallowed by the Jewish, Christian, and Islamic religions. 
God’s law, as revealed in the Commandments, is that thou shalt not steal nor 
even covet thy neighbor’s house, nor anything that is his. Christ taught the 
same sanctity of property rights, when in one of His great parables He put 
these words into the mouth of a leading character: 

“Ts it not lawful for me to do what I will with mine own?” (Matthew 20: 15.) 

Response: By frank dedication to private property and individual initiative, 
we will avoid socialization, theft through taxation, and set an example of 
success, which, if followed by others, will lead them also to freedom, happiness, 
and prosperity. Then there would be no further excuse for foreign aid. 

5. Always Jesus emphasized the importance of thrift, industry, and the right 
to enjoy and dispose of the fruits of one’s labor. Simultaneously, He preached 
personal generosity. 

Response: It is high time that the individual citizen again be permitted by 
big Government to practice thrift and industry and to enjoy the fruits of his 
labor. To this end, there must be for our citizenry relief from the multibillions 
of dollars in taxes annually spent for foreign aid. 

No people in history have been more generous than those of the United States 
with their personal contributions everywhere. Despite their huge tax burdens, 
they individually, and not through Government, have given away overseas more 
than $6 billion since 1946. 

6. The very cornerstone of our American way was set forth on July 4, 1776, 
in the Declaration of Independence, where it says all men are “endowed by their 
Creator with certain unalienable rights; that among these are life, liberty, and 
the pursuit of happiness.” 

Our rights proceed from our Creator, from God, and not from any government. 
Inherent in the phrase “life, liberty, and the pursuit of happiness” is the right 
of private property. For if we have the right to life, we have the right to 
sustain it. 

There can be no further freedom unless we have the freedom to acquire, own, 
and dispose of property. 

Response: During this century the individual citizen’s unalienable rights to 
freedom and property gradually have been whittled away or seized by big 
centralized Government in Washington. The foreign-aid program constitutes 
another long and insidious step toward the extinguishment of these rights. Our 
forebears gave their lives and blood to win these rights. We can do no less, if 
it becomes necessary, to retain them for our posterity. 

7. Thus we have the affirmative principle of private property resting, first, 
on religion and, in this country, on the Declaration of Independence, the Consti- 
tution, and the Bill of Rights. 

Response: There is no obligation, in fact, it would be impossible, for the 
United States to carry the other 94 percent of the world’s population on our 
shoulders economically. If we gave away everything we possess, it would not 
raise living standards elsewhere so much as 1 percent. The mutual-security pro- 
gram undermines the principle of private property. That is another reason why 
it must be stopped. 

On the other hand, as individuals, we have both the right and obligation to 
help alleviate hunger and illness, want and suffering at home, where charity 
should begin. 

8. On the defensive side, we are engaged in a mortal conflict with communism 
and the states operating under that ideology. Just as the Communists deny 
God and promote a materialistic interpretation of man in His stead, so in Karl 
Marx’s words: 

“The theory of the Communists may be summed up in a single sentence: 
Abolish all private property * * *. The owner of property * * * must be swept 
out of the way and made impossible.” 

Response: Religion, the Constitution, and every decent instinct demand that 
communism be obliterated from the face of the globe. This cannot be done if 
we give away our birthright, impoverishing and enfeebling ourselves by foreign 
aid, which originally was conceived in Moscow. 
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I believe it is self-evident that in recent years both the morals taught by our 
religion and the principles upon which this Republic was founded have been 
weakened or undermined, distorted or betrayed, misapplied or destroyed to a 
dangerous extent and for a variety of reasons. Neither religion and morals nor 
rights and freedoms can be defended by violating them. While there have been 
corruption, subversion, and Communist infiltration in Government, probably 
many of our more serious troubles are due to the violations wrought by thought- 
lessness and ignorance higher up. 

If those at the helm do not understand thoroughly the American way, they 
neither will be able to follow it themselves nor lead their subordinates and the 
public to do so. If they do not comprehend the complete evil that is communism, 
they will be unable to avoid its treacherous currents and warn their fellow citi- 
zens of the impending peril. It is for such reasons that we now find the United 
States ship of state drifting into such dangerous channels as mutual security, 

Surprising though it be, some of our leaders do not seem to know the real mean- 
ing of the Declaration of Independence and what the Founders of the Republic 
hadin mind. Let me givea single example: These leaders nowadays pretend that 
property and human rights are distinct one from the other; the former to be 
considered conservatively and the latter from a so-called liberal viewpoint. They 
ignore a fact which is axiomatic, that is, economic or property rights are identical 
with human or social rights; they are human rights. Both are equally vital, 
neither can exist without the other. 

It is because of their ignorance of the fundamental principles, which should 
control our every policy and action, that during more than two decades we find 
one government after another in Washington, because they allege that the general 
welfare requires it, increasingly attempting to regulate our economy, education, 
and everything else, and to regiment each citizen. More recently, the authori- 
ties, claiming that defense of the Nation demands it, call on us for exorbitant 
taxes and maximum sacrifices of every kind for socialistic projects, not only to 
be enacted within our borders, but to be spread throughout the world by a so- 
called foreign aid, which mostly injures rather than aids those receiving it, as 
well as we who give it. 

So vast and complicated is the foreign-aid program that today I can touch on 
only a few of its facets. In brief, I repeat that as carried out by our Government, 
it is counter to our religious beliefs, it violates the Declaration of Independence 
and Constitution, and now on a worldwide basis, it is destroying the principles 
of private property and individual initiative and freedom. 

Dr. Elgin Groseclose observes that the theory of foreign aid contradicts the 
Christian tenet that the reformation of society begins with the individuals and 
such reformation is produced only by a regeneration of the spirit. He adds that 
a sot is not reformed by being bathed and shaved and provided with a new suit of 
clothes, but that when a sot is reformed, of his own volition, he takes a bath, 
shaves, and sees that his shirt is clean [sic]. Similarly, a nation cannot be in- 
vigorated, educated, and made prosperous by foreign bounty. This only can be 
done by its own ambitions, sacrifices, and hard work, 

Our religion does not condone the wasting of public funds, especially when, as 
so frequently happens with foreign aid, it leads to corruption of both giver and 
receiver alike. Nor will the church give its blessing to our taxes being used to 
support repressive, cruel, and immoral governments. 

Our foreign aid is counter to religion because, far too often, it is being employed 
for the benefit of Communists and fellow travelers whose aim is to destroy all 
belief in God over vast areas of the earth. This results from your and my hard- 
earned dollars being given to the antichrist—to Communists like Tito or 
Gomulka. 

What could be more sacrilegious? 

What could be more utterly humiliating and shameful than for a proud and 
self-respecting people such as we, to try to bribe these wretches to be allies and 
friends? In this degrading attempt, doomed to failure from the beginning, we 
have handed over to Tito approximately $2 billion, and hundreds of millions of 
dollars to the Polish Communists. 

Tito and Gomulka always have been and are just as evil as Khrushchev. 
We cannot trust any of them. They are all dedicated to a denial of God, to the 
destruction of capitalism, freedom, and our way of life. 

Argentine newspapers a few years ago reported that the police in Cordoba 
had a criminal record of Tito as a bank robber in the 1920’s or 1930’s. That 
must have been the high point of probity in his life. After all, a bank robber 
is an upstanding gentleman compared to any Communist. 
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We should recall how Tito ruthlessly shot down our planes, killing our fliers 
after the end of World War II. We know that he supported Khrushchev, 
Kadar, and the Russians going into Hungary and their cruel suppression of the 
freedom fighters. 

Our leaders are so ignorant about communism as to think that the so-called 
national variety is different from the international, and can be dealt with safely. 
They do not know that all Communists are equally bad. 

The Polish Communist Government recently got $90 million, in addition to 
what they had received before. They are trying to get still more from us. At 
the same time, they are offering, in competition with American companies, to 
finance the development of a large Brazilian iron ore deposit. We are giving 
the Polish Communists the money wherewith to compete with legitimate private 
enterprise in our own hemisphere. It is inexcusable. 

As for giving money to Poland and Yugoslavia, it would be more expeditious 
and efficient to send the checks straight through to Moscow. In the end, it 
will be the chief beneficiary. 

Anything we may do, which helps communism, constitutes a direct attack on 
our religion and way of life. As Lenin announced and as is generally known, 
a principal Communist plan for destroying the capitalist countries always has 
been to induce the latter to bankrupt themselves. Certainly, we scrupulously 
have followed this Communist design by wastefully disbursing billions upon 
billions of our wealth all over the world. 

But our foreign-aid programs, even more closely, pursue an old and basic 
Communist policy. 

Lenin wrote: “The more backward the country * * * the more difficult it is 
for her to pass from the old capitalist relations to socialist relations.” 

Stalin, in the Road to Revolution in the West Lies Through the East, ex- 
plained that if communism were to succeed in conquering the world, the West- 
ern nations’ rear guard, that is, their reserves in the dependent and colonial 
areas, must be revolutionized. He said: 

“That is why it is essential that the proletariat of the advanced countries 
should render real and prolonged aid to the backward nationalities in their 
cultural and economic development. 

“Unless such aid is forthcoming, it will be impossible to bring the various 
nations and peoples within a single world economic system that is so essential 
for the final triumph of socialism.” 

Since 1941, through ignorance of this Commuist line and basic Soviet plan, 
our Officialdom through foreign aid, has been and still is subsidizing the 
U. S. S. R.’s long-range campaign against the United States of America. For 
the spiritual values of the American way, our foreign-aid planners have substi- 
tuted a materialistic approach which is Marxian in both thought and technique. 

Worse still, on January 3, the State Department—in a manifest attempt to 
get increased foreign-aid appropriations—announced that the Soviet bloe, in- 
cluding China, is committed to provide $1.9 billion of assistance to 10 less 
developed countries and that, therefore, the United States must greatly increase 
its aid and ease its terms. 

In the light of the Lenin-Stalin basic Communist policy I have just quoted, 
I would have expected Moscow and her slave states to put forth enormous 
effort and to spend many more billions for development of the “backward 
nationalities.” It is astonishing that she has been so stingy and has lagged so 
far behind us. The explanation probably is that: (1) We have been doing a 
superb job for the Kremlin’s benefit, and all for free; and (2) the Soviet 
group cannot afford to put up anywhere near such vast amounts of money as 
the United States of America has squandered on foreign aid. 

Parenthetically, it should be observed that the aforementioned $1.9 billion con- 
sists of $400 million for military aid and $1.5 billion for economic aid. Of the 
latter, only 10 to 15 percent actually has been expended. The advances, with 
insignificant exceptions, are not to be in grants, but in trade or barter or loans. 
The Soviets give nothing away. Let us not be deceived about that. Eighty-nine 
percent of the anticipated Moscow aid is to go to Yugoslavia, Egypt, Syria, and 
indonesia, who are hostile, or at best frigidly unfriendly to the United States of 
America. Interest supposedly will be at 2% percent or more; but with controlled 
exchange and other gimmicks, the Kremlin can and does quadruple these rates. 
Often Moscow reexports the goods to the detriment of the producer, as Egypt 
learned on cotton. The Indoneasian Army bought 3,500 Russian jeeps. When 
the first thousand arrived, they all broke down. How foolish to have paid good 
money for a lot of junk when they could have had all they wanted, in good con- 
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dition, from the Pentagon for nothing. Burma, in barter for rice, was loaded 
down with unconscionable quantities of cement, which had to be stored in the 
open, got wet and solidified. The Soviet sold the rice at cut prices in Burma’s 
normal markets, seriously hurting Burma’s own trade. Judging by this incident, 
the Kremlin does not know how to make friends any better than do our own 
foreign-aid experts. 

This Russian proposal in due course to spend $1.9 billion is pretty small when 
compared with the approaching $70 billion the United States already will have 
disbursed between 1946 and June 30, 1958. As my friend Eugene W. Castle puts 
it: “If, as we are now told, the Soviets can accomplish so much (in buying 
friends) by giving so little away, then why have the 18,000 United States Gov- 
ernment payrollers responsible for our foreign aid accomplished so little while 
giving so much?” 

The U. S. S. R., always is selfishly realistic in their approaches. It is not 
interested, as we are, in improving agriculture, health, and educational activities, 
It concentrates on industrialization, because it is in such areas, with relatively 
higher living and literacy standards, that communism, under the leadeship of the 
intellectuals, takes hold and grows. This little-recognized fact is true in the 
United States of America and everywhere else in the world. In other words, 
unless foreign aid is handled most skillfully, it may make the recipient nations 
more receptive than they otherwise would be to the blandishments of Communist 
imperialists. 

Let us face it, socialism is nothing more than a prep school for communism, 
Therefore, the State Department took another step undermining our religion by 
its January 16 announcement that this year we will advance Socialist India 
another $290 million. This is in addition to $965 million handed over by us 
between 1950 and last June 30, and is to finance the start of Nehru’s second 5- 
year plan, which was first thought up by Prof. P. C. Mahlanobis, a long-time 
admirer of Moscow’s men and methods. As honorary statistical adviser to 
Nehru, the professor was assisted by the notorious Polish Communist, Oscar 
Lange. Despite Nehru’s protestations of neutralism, he always has favored the 
U. S. S. R. over the United States of America, even to the point of refusing, in 
the U. N., to condemn the Soviet blood bath in Hungary. Meanwhile, Nehru 
spends lavishly to consolidate Kashmir into India, thus causing difficulties with 
Pakistan. We pick up the checks for both sides in this dispute. That is about 
the poorest way I know of to make friends. 

In keeping with the profane act of stimulating communism and socialism, the 
International Cooperation Administration, otherwise known as ICA, usually im- 
pairs, if it does not actually attack, the principle of private property, which as I 
have shown, is an integral part of our religion. The ICA finances governmental 
operations which drive out private enterprise and ownership. It makes state in- 
terventionism endemic. As socialism, reinforced by ICA gifts, discourages in- 
dividual initiative, the peoples our foreign aid supports lose self-confidence and 
become helpless, lazy, and worse. Whole nations forget how to earn their liveli- 
hoods and that God helps those who help themselves. None of this is in keeping 
with the Gospels. 

In order to understand at all why foreign aid has been developed along these 
collectivist lines, it is necessary to realize that much of the theory and planning 
behind it comes from Gunnar Myrdal. This Swedish Socialist, who wrote that 
the United States Constitution was impractical and unsuited to modern con- 
ditions and that its adoption was nearly a plot against the common people, was 
one of those who conceived the idea, and still is an ardent advocate of, foreign 
aid. Myrdal and his Socialist or Communist friends are worried by the well- 
being of the United States of America. They want to use foreign aid to achieve 
a broader world distribution of wealth and income—that is, your and my wealth 
and income. They are not so much interested to alleviate poverty or lift others 
up to our level of living as they are to lower our standards through the dis- 
bursement of billions of United States dollars, through the U. N., with no strings 
attached. 

Many of us are convinced that the several mutual security acts passed by the 
Congress since World War IT are unconstitutional]. 

Gov. Bracken Lee, of Utah, by withholding a part of his income tax, had 
the courage to attempt to get this question before the courts. He could not even 
get a hearing. 

Can it be that the bureaucrats and politicians are afraid to face this issue, 
lest they be deprived of their lush jobs and perquisites? Or are they just 
plain disdainful of citizens’ rights? 
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Washington has fallen for the Myrdal idea of giving away United States 
wealth all over the globe through the United Nations, with no control by us. As 
a starter, our delegation last fall proposed a $100 million U. N. fund, to be ad- 
ministered by the British Socialist, David A. D. K. Owen, and others who hold 
the same views as Myrdal. The constitutional requirement of first obtaining 
congressional authorization for our major contributions to this fund, I under- 
stand, has not yet been met. But the gate valve has been opened, so there is no 
telling how many billions of dollars eventually may flow through. 

The United States Constitution provides that: 

“No money shall be drawn from the Treasury, but in consequence of appro- 
priations made by law; and a regular statement and account of the receipts and 
expenditures of all public money shall be published from time to time.” 

To me, as a layman, this means that there shall be full, detailed, and accurate 
accounts, with a complete disclosure of all pertinent facts. ICA certainly does 
not comply with this article. 

Congressional committees seem no more able to get facts from ICA than they 
do from the gangsters and fifth amendment pleaders. 

In connection with the financial and accounting aspects of foreign aid, I recom- 
mend for reading the Fifth Report by the House Committee on Government 
Operations (May 15, 1957), House Report No. 449 of the 85th Congress, Ist 
session. One will learn a lot of new expressions, such as “overprograming,” 
“illustrative budgeting,” and “other costs.” 

“Overprograming” simply means getting more money than actually is needed. 

“Tllustrative budgeting” means that ICA requests from Congress an appro- 
priation for millions of dollars to be spent in a given area ; sometimes a particular 
country may not even be mentioned. The project will be described in general 
and not specific terms, as “illustrative” of what ICA thinks it might like to do 
somewhere and sometime. The bureaucrats may insist that they must have 
$X millions for a hydroelectric plant in the Near East, but they will not tell the 
Congress where, what is the potential market, nor how many kilowatts are to be 
developed. When a year or so rolls around, an unduly inquisitive legislator may 
find that the money has been spent for some other type of project in an entirely 
different area. In any event, that’s the last Congress will ever hear of the 
$X million. 

The figures are not available yet for last year, but during 1956 the individual 
country variations between amounts budgeted under this illustrative presenta- 
tion for each country and the amounts actually used as reported by ICA, total 
$481.6 million. Nearly one-half billion dollars spent on bureaucratic whims for 
other purposes than authorized by Congress. That’s the kind of financial juggling 
illustrative budgeting entails. 

All of us are accustomed to income and expense statements at the end lumping 
several insignificant items together as other costs. But the bureaucrat cannot 
be annoyed with trifles. Under ICA, during 1956, the item “Other costs” was 
70 percent of the total spent in Jordan, 84 percent in Guatemala, and 93 percent in 
Haiti, and when the Congressmen asked what the other costs were, they couldn’t 
be told—that’s secret. 

I submit that ICA on overprograming, illustrative budgeting, and other costs 
violates or renders meaningless the Constitution of the United States. 

This conclusion is substantiated by the official declarations of legislative com- 
mittees and the General Accounting Office. A 1957 congressional report states: 

“ICA witnesses admit the absence of any systematic recording of program 
changes. Indeed, it is obvious that frequently there is no recording of any kind.” 

The ICA Deputy Director for Programing told Congress he did not believe 
having a record would serve a sufficiently useful purpose to justify the work 
that would be involved. 

Again, quoting from the congressional report : 

“ICA witnesses testified that there does not exist anywhere within ICA a single 
statement covering all the reasons why a particular aid level for a particular 
country was decided upon at the time it was decided upon.” 

And still another quotation: 

“Subsequent expenditures of these sums by the foreign government are subject 
to little or no supervision and accountability.” 

According to the Controller General of the Republic and the General Accounting 
Office, there is gross mismanagement, waste and extravagance, and frequent irreg- 
ularities in ICA. Let me quote from the General Accounting Office of the United 
States Government, which, as you know, is only responsible to Congress: 
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“There have been irregularities in aid to Korea involving defective merchan- 
dise, kickbacks, and overpricing.” 

That’s what’s happening on one of the hottest cold war fronts we have. 

The Controller goes on to say, and to be brief I give you only the headings: That 
black markets have been created ; speculation encouraged; there’s been collusion 
between supplier and buyers, and all this with United States taxpayers’ money, 
He adds that the Korean Government agencies ignored our advice; that there 
have been malpractices in commodity import programs; that artificial exchange 
rates increased demand on the United States of America for dollars; that the 
accumulation in warehouses has been allowed to rot. There has been no sys- 
tematic accounting for counterpart funds amounting to millions of dollars, no 
competitive bidding for powerplants. 

The General Accounting Office also reports ill-placed plants, poor or no 
planning, $95 million spent up to June 1956 for fertilizer which failed to accom- 
plish any useful purpose, inadequate staffing, and slow progress. For all of this, 
just from 1954 to 1956, we spent $833 million in Korea, plus billions of dollars 
spent before. Just to add to the confusion, there are three or more separate aid 
programs operating at the same time in competition with one another. 

A minority report of the Committee on Foreign Affairs of the House of Repre- 
sentatives makes the following statement : 

“Some of us have in the past inveighed against the policy of pouring billions 
of American tax dollars into programs of doubtful validity. Recent disclosures 
have highlighted the timeliness of our earlier warnings. Irresponsibility and 
mismanagement in the Korean, Iranian, and Vietnamese assistance programs 
have been made public. The Comptroller General has highlighted the lack of 
validity of the force goals used in our military programs and the inherent lack 
of candor in the so-called illustrative programs presented to the Congress by the 
executive branch. These are matters of the past. We feel it to be our duty, 
however, to point out to the Congress and to the American people the pitfalls 
inherent in the present legislation. As surely as these deficiencies go uncor- 
rected, so will there be future disclosures of mismanagement and waste. 

“The defects of the bill are many, but that transcending all others is the 
relinquishment of congressional control over the program.” 

Can the Congress constitutionally relinquish such a control? 

On January 16, 1958, the House Committee on Government Operations in an 
official report asks, “How much of the $24 billion appropriated by the Congress 
for this (military aid) program has been wasted?” 

It was revealed that neither the committee nor the General Accounting Office 
were allowed access by the State and Defense Departments to important informa- 
tion essential for the Congress intelligently to legislate and make appropriations. 

The committee reported that military assistance is often granted for political 
rather than strictly military reasons. It is apparent that large sums are wasted 
in order to feed the vanity of some foreign politicians and keep them happy 
rather than to strengthen their nations’ defenses and gain well-equipped and 
reliable allies for us. 

According to this report, planes are delivered without anyone able to fly them; 
motor vehicles without gasoline to run them. The United States was charged 
for rental of $112 million worth of machine tools we had given to Great Britain. 
The committee learned that a given country may receive arms and funds, even 
though it may not be able to furnish a single soldier or jet pilot should war 
come. 

To sum up, the committee said, “Millions of dollars have been needlessly 
expended in excess costs, loose contract administration, and overall laxness in 
protecting the interests of the United States against charges for foreign taxes 
and profits in offshore contracts.” 

And all this, we are told by the highest authorities of the United States 
Government, is vital to our security and very existence. It is unbelievable; and 
I believe unconstitutional. 

It would take literally days to enumerate all of the cases of waste and extrava- 
gance, stupidity, and worse. Senator John Marshall Butler, Maryland Repub- 
lican, has pointed to United States foreign-aid money spent for such things as 
dress suits for Grecian undertakers, public baths for Egyptian camel drivers, 
a 6-lane, 15-mile highway from Lisbon to the gambling and summer resorts of 
Estoril, roads in Iran that lead nowhere, and an Italian village in which no one 
wishes to live. 

A congressional committee of 13 Republicans and 17 Democrats last year unani- 
mously approved a 59-page report detailing—and I quote—Loose, slipshod, and 
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unbusinesslike spending of more than $250 million—a quarter of a billion dol- 
lars—in Iran”—alone, just one country, and this report declares: “It is now 
impossible with any accuracy to tell what became of the funds.” 

Did this quarter of a billion dollars buy us a grateful friend and trustworthy 
ally? I doubt it, because on January 5 the Iranian Ambassador criticized our 
aid as far from adequate and said that the Middle East and Asia, unless we did 
better, would have to throw in their lot with the Communist world. 

Apparently in this case our leaders are wrong when they declare that, “The 
mutual confidence that comes from working together on constructive projects 
creates an atmosphere in which real understanding and peace can flourish.” 

Perhaps the Iranians have learned the truth of the saying, which has freely 
circulated abroad for years: that the best way to get something from Uncle 
Sam is to kick him in the teeth, until one gets what they want; occasionally, one 
may stop kicking him and get what they want because he’ll be so grateful. I 
personally know two Latin American Presidents to whom this advice was given 
in all seriousness. 

Some years ago, when the British oil properties and refineries in Iran had 
been seized illegally, we tried appeasement. I recall with what shame I read 
the State Department’s shout of glee at our great diplomatic victory because, 
forsooth, we had persuaded the Premier, Mossadegh, to accept a gift of $10 
million, but with absolutely nothing for us in return. 

It is appropriate to observe that the legislature of one Baghdad Pact country 
insisted on having a substantial deficit, because as it frankly said: “The United 
States of America will cover it.” We did. 

The President’s budget message asks for $625 million to make soft loans for 
developments abroad on less stringent terms than the Export-Import Bank or 
any other source would approve (sic) ; repayments to be permitted in local cur- 
rencies, with which we are surfeited already. 

Mr. Eisenhower also wants a special $200 million fund to cover unforeseen 
foreign aid activities. 

The worst of many bad things about these two proposals is that Congress 
is expected to give blanket appropriations in advance for projects not yet even 
thought of and to be selected capriciously by ICA bureaucrats. Again, I ask, 
is this procedure constitutional? 

Judging by the record, it would seem that ICA does not know, nor care very 
much about religion or morals, the Declaration of Independence or the Consti- 
tution, or the principles which made this country great. 

This ignorance and indifference can be illustrated in a small way by the 
declaration of a technical assistance administrator : 

“Dignity and independence are fine words, but they are just words where people 
are hungry, ignorant, and afflicted with disease all the years of their lives.” 

If such thoughts had prevailed amongst Washington’s troops at Valley 
Forge, there would be no United States today. 

One of the serious aspects of this whole problem is that the American people 
cannot possibly read the thousands of pages of congressional hearings, debates 
and reports, plus analyses by the General Accounting Office. Any layman who 
tries to determine how much has been spent and for what, soon finds himself 
lost in a maze of incomprehensible figures. Our citizens do not get the facts; 
for the most part, they never see nor hear the authoritative criticism of foreign 
aid. Instead, under the so-called bipartisan policy, they are flooded with an 
intensive propaganda, costing many millions of dollars of their own money, put 
out by ICA, and its equally extravagant and useless twin bureaucracy, the United 
States Information Agency (USIA). United States citizens never have been 
permitted either to reach an informed judgment or to vote on foreign aid. In 
effect, the taxes to pay for it are imposed without the electorate’s consent. Where 
is the Declaration of Independence? 

Congressman Meader, in last April’s Reader’s Digest, described cases of mutual- 
security extravagance and waste. ICA officials testified before the Senate that 
the article distorted the facts and was untrue. Whereupon, the Reader’s Digest, 
using ICA-published records, proved the ICA accusation false and the article 
correct. This is a common technique, regularly employed by ICA, to defend the 
indefensible. 

The American public is treated with duplicity by a gigantic bureaucracy 
run riot, a wanton officialdom leading to tyranny—a tyranny we have the right 
and obligation to resist. More than 19,000 employees in ICA and in the State, 
Defense, and other agencies have a vested interest in the mutual-security pro- 
gram. In glowing generalities, they boast of great accomplishments; but after 
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giving away the equivalent of one-fourth our national debt, they rarely, if ever, 
offer concrete proofs of any lasting accomplishments. 

And on top of all this, there are 12,000 USIA press agents to propagandize and 
perpetuate this colossal global giving. 

ICA bureaucrats are not concerned in the slightest as to whether there is any 
constitutional warrant for governmental altruism in foreign lands. They are not 
conscious of the fact that in spending the taxpayers’ money, they should act with 
the scrupulous honesty, care, and economy of trustees. 

Instead of adopting Marxian materialism in foreign aid, the United States 
should get back to the spiritual values of the American system and the provenly 
successful methods of competitive private enterprise. The recipients of the 
huge benefits to all concerned wrought by private capital and initiative might 
then be inspired to help themselves. Only in this way can they genuinely be 
helped to reach the point where mutually profitable trade can expand between 
them and us. 

The mutual-security program, as presently operated, is bankrupting our citi- 
zenry, as our officials, in its name, call for sacrifice to be heaped on sacrifice, 
extravagance on extravagance. The Hoover Commission Report on Organization 
of the Executive Branch of the Government characterized the ICA program ag 
diffuse with scattered efforts and the evaluation weak and sketchy. It con- 
cluded, “We should strive to withdraw our Government from the technical- 
assistance field as soon as possible” and “instead foster private technical 
assistance.” 

Billions of dollars could be cut from our budget by following those modest ree- 
ommendations. More could be saved by listening to the advice of Senators 
Butler and Byrd, and Congressmen Meader and Passman. The coalition also 
has taken a forthright stand on this subject. 

It is timely to mention that: (1) The annual interest charge on the $70 billion 
foreign aid part of our national debt will run between $2 and $3 billion; (2) about 
$3 billion of our money has been used by a few recipient countries to reduce their 
own taxes and national debts. Whatabout ours? 

Is all of this constitutional? 

I contend that the United States foreign-aid program, as presently admin- 
istered, is robbing property from millions of “Peters,” that is, the taxpayers 
in the United States, wherewith to pay many more millions of “Pauls,” including 
Communists, Socialists, and neutralists all over the world. 

The United States Government, through foreign aid is disobeying God’s will. 
It is breaking down morality everywhere, but above all in Government. Simul- 
taneously, it is destroying the intent and principles of the Declaration of Inde- 
pendence and the Constitution. It is helping and propagating communism and 
socialism everywhere, directly and by the bad example it sets. It is helping the 
Soviet in particular, to destroy our faith, our country, and our way of life. Truly, 
foreign aid is a treacherous, if not a treasonous, adventure. 

In international relations, let us follow the precepts laid down by George Wash- 
ington in the finest policy document this or any other country ever had—the 
Farewell Address. 

To wipe out the evils of foreign aid, to defend our moral system, the American 
way, and to get back to the principles and patriotism of our Founding Fathers, we 
always must be willing to fight and die. 

Let us keep faith with our religion in its vision of the high destiny of man. 
Ours is a holy cause, which depends on our maintaining our moral and physical 
strength under God’s guidance. 






































FOREIGN AID 


Whereas the United States since 1945 has spent nearly $70 billion, a sum equal 
to one-quarter of the national debt, on military and economic aid to more than 
70 other countries in the name of mutual security; and 

Whereas the Comptroller General of the United States, numerous committees 
of Congress, the Hoover Commission and other responsible investigators have 
disclosed compelling evidence of waste, extravagance, and general mismanage 
ment of these funds with resultant prejudice to our national security; and 

Whereas it appears that much of our aid is being poured into certain countries 
on purely political grounds with little or no regard for its military or economic 
justification and therefore takes on the characteristics of bribery and black- 
mail: aud 
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Whereas it is clear that we cannot buy friends and allies and that some of the 
recipient countries cannot adequately use the aid we have given them and others 
are unfriendly to the United States and our way of life: Therefore be it 

Resolved, That the American Coalition of Patriotic Societies urge the Congress 
to begin a gradual reduction of annual foreign aid appropriations so that our 
existing commitments may be terminated at the earliest possible date and the 
program brought to a close. 















DIFFICULTIES OF CURTAILING FOREIGN AID 











Mr. Brapven. While I am convinced that. the United States so rap- 
idly as possible should do away with all foreign aid on a government- 
to-government basis, I realize the difficulties involved in accomplish- 
ing this at an early date. 

Therefore, for the immediate future, I only advocate the complete 
elimination of the excessive ICA bureaucracy and all of the extrava- 


gance, waste and corruption involved in its operations. 


EXPANSION OF ICA PERSONNEL 





















The expansion of ICA personnel from 571 employees in 1948 to 
12,586 in December 1957—plus seven or eight thousand more engaged 
on this same work in defense and other Government agencies—proves 
how it is growing without control. 

My feelings of frustration and sorrow, to which I refer, are aug- 
mented when I see the Congress, the administration, and the press 
ignore the documented criticisms and objections made by outstanding 
Senators and Congressmen to the huge extravagance, waste and cor- 
ruption involved in these giveaway programs. 

For example, Congressman Byrd, beginning on page 7836 of the 
House Congressional Record, on May 14, 1958, gave a brief but devas- 
tating analysis of the maloperations of ICA. 

Yet. his, like Senator Jenner’s speech of June 3, 1958, and all other 
opposition to, or criticism of the Mutual Security Act, is snowed under 
and lost in the deluge of propaganda and obliterated by the pressures 
put forth by the administration in favor of these uncontrolled foreign 
giveaways. 


HOOVER COMMISSION RECOMMENDATION 
















Similarly forgotten is the recommendation for a field audit made 
to Congress by the members of the Hoover Commission Task Force 
on Overseas Economic Operations. ‘They pointed out that the Con- 
gress had very little basic knowledge to go on in voting appropriations 
for foreign aid, other than the requests submitted by the interested 
executive agencies. 

There is nothing in the record to show that with the exception of 
a limited number of spot-check studies conducted by the General 
Accounting Office, anyone ever has carried out an impartial and com- 
prehensive field survey to trade past appropriations to their final use, 
and thereby to establish a basis for future appropriations. 

It is inexplicable to a layman why the Congress or its own protec- 
tion and as a simple matter of prudence under law, before granting 
any: further appropriations for foreign aid, has not demanded the 
accounting recommended by the Hoover Commission Task Force 
members. 
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OVERPROGRA MING, ILLUSTRATIVE BUDGETING, AND OTHER COSTS 


Among the questions I raised in my January 30, 1958, address, 
I respectfully direct this committee’s attention to the following: 

1. My remarks about overprograming, illustrative budgeting, and 
other costs. These procedures not be tolerated in any business, but 
would subject company executives to criminal prosecutions. 

Why then does Congress, as custodian of the citizen’s hard-earned 
taxes, permit these abuses? 

Why does it continue to appropriate billions of dollars on the same 
generalized and inadequate data? 
~ Why does it not insist on the constitutional provisions that no 
money shall be drawn from the Treasury without a regular statement 


and account of the receipts and expenditures of all public money, 
including counterpart funds? 


QUESTION OF WASTE IN AID PROGRAM 


2. On January 16, 1958, the House Committee on Government 
Operations, in an official report, asks: 

How much of the $24 billion appropriated by the Congress for this—mili- 
tary aid—program has been wasted? 

This same committee on June 26, 1958, exposed still other shock- 
ing conditions in ICA operations in connection with large construe- 
tion contracts in the Far East. 

This question as to where and how the money has been spent has 
never been answered. Moreover, it was revealed, in this connection, 
that neither the committee nor the General Accounting Office ever 
were allowed access by the State and Defense Departments to im- 
portant information essential for the Congress intelligently to legis- 
Jate and make appropriations. 

That the Congress, year after year, thus should be stopped from 
carrying out its constitutional duties raises grave fears for the future 


of the Republic. 


SITUATION IN IRAN 


3. A House committee of 13 Republicans and 17 Democrats in 1957 
unanimously approved a 59-page report detailing: 

Loose, slipshod, and unbusinesslike spending of more than $250 million— 
a quarter of a billion dollars—in Iran— 
alone, just one country, and this report declares: 

It is now impossible with any accuracy to tell what became of the funds. 


This is an appalling statement. Surely the Congress is not so 
disinterested in economy, in accurate, detailed and complete accounts, 
and in honest and efficient government, as to permit $250 million to 
be frittered away or lost in this disgraceful fashion. 

How can one penny more be entrusted to ICA until a detailed 
accounting for this $250 million is made and ICA so reorganized as 
to insure that there will be no repetition of this terrible squandering 
of your and my money ¢ 

Did this quarter of a billion dollars buy us a grateful friend and 
trustworthy ally? I doubt it, because on January 5, 1958, the Ira- 
nian Ambassador criticized our aid as far from adequate and said that 
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the Middle East and Asia, unless we did better, would have to throw 
in their lot with the Communist world. 

Apparently in this case administration leaders are wrong when they 
declare that : 


The mutual confidence that comes from working together on constructive 
projects creates an atmosphere in which real understanding and peace can 
flourish. 

Perhaps the Iranians have learned the truth of the saying, which 
has freely circulated abroad for years, that the best way to get some- 
thing from Uncle Sam is to kick him in the teeth, until one gets what 
they want, because he’ll be so grateful. 

I personally know two Latin American presidents to whom this 
advice was given in all seriousness by another Latin American 
ex-president. 


EFFORTS OF GAO AND CONGRESSIONAL INVESTIGATIONS 


In the face of bureaucratic arrogance and seizure of undue powers, 
congressional investigations committees and the General Accounting 
Office, are entitled to credit for doing so much as they have in un- 
covering the scandalous conditions existing throughout the ICA oper- 
ations. Even so, they barely have scrate ched the surface. 

The ICA, by classifying so many of its operations and documents 
makes adequate investigation by Congress impossible. This condition 
should be stopped. 

I should add that it is far more difficult for the ordinary citizen 
than for you gentlemen to arrive at the facts. It is also hard to get 
the facts abroad because the foreign recipients of our benefactions 
do not care publicly to look a gift horse in the mouth, or stop the 
flow of grants and loans. 

Nevertheless, I have received a large number of protests from Jead- 
ing statesmen, industrialists, and others from all over the hemisphere, 
who are just as opposed as I am to our foreign-aid programs as pres- 
ently carried on. 


In particular, they resent the harm done to the morale and morals 
of their peoples. They object to the socialization, nationalization, 
and inflations wrought in their countries by our foreign aid. They 

rightly fear that if these trends are not arrested, the ‘free economic 
ae will dies, which is precisely what the Communists and 
U.S. S. R. wish to accomplish. We are doing the job for them. 

On the other hand, many leaders abroad like the resulting sociali- 
zation or communization because it entrenches their political power. 
They are all ready to become totalitarians at our expense. 


SIZE OF FUNDS IN PIPELINE 


As a layman, I cannot understand the theory upon which further 
appropriations for billions of dollars on top of the billions already in 
the so-called pipelines are authorized, before all questions about ICA 
operations have been answered satisfactorily and in detail. 
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I have been unable to determine how much money is in the “pipe- 
lines.” But Senator Jenner, on June 3, 1958, declared on the floor 
of the Senate that: 


The minority report of the House Foreign Affairs Committee estimates that 
if this authorization (for fiscal year 1959) is passed with its appropriation, the 
executive branch will have a total of $12,129,307,500 in its “pipeline,” from 
foreign aid and surplus commodities, to give away in foreign countries. 


The vast amounts involved and the recklessness in spending the 
taxpayer’s money, compel me to say, “Amen” to Senator Jenner’s 
assertion that— 


Congress has totally abdicated its constitutional responsibilities in dealing with 
foreign aid, 


DEFICIT SPENDING POLICY 


So long as Congress continues along this line of deficit spending, 
the economy of the United States never will be sound, and there can 
be no really enduring prosperity. Moreover, the horrible example 
set by ICA encourages other executive agencies, throughout our en- 
tire Government, to similar extravagance, waste, and dishonesty. 
Parenthetically, we should not forg get that 83 percent of all income 
taxes are collected at the 20 percent level, i. e., from the poorest classes; 
88 percent at or below the 34 percent level. 


SUPPORT FOR HOUSE 





REDUCTION 


I pray that the Senate will support the House action in reducing 
“mutual secur ity’ appropr iations $597,500,000 below the joint author- 
ization. By so doing it will knock out at least a part of the waste and 
corruption which ICA has sought to perpetuate. 

In this connection, Under Secret: ary Dillon is reported to have 
told this committee on July 8 that the reduction of $325 million in 
the Development Loan Fund must be restored because : 

In all gravity I say to you that the future of our country and the future of 
freedom in the world will be decisively influenced by your decision on this 
particular appropriation. 

In reply to Mr. Dillon I say: 

(1) If all that stands between the future security of our country 
and the freedom of the world is the Development Loan Fund having 
$325 million more to disperse in soft loans, unacceptable to any other 
private or official banking organization; then, indeed the United 
States of America and freedom have reached the end of the road. Mr. 
Dillon’s alarm is false and should be stilled by you gentlemen reject- 
ing his plea. 

(2) The whole idea of the Development Loan Fund is contrary to 
proven economic (Greshams) law, that bad (soft or unsound) money 
and credits always drive out good (hard or sound) money and credits. 
To entrust this fund to ICA bureaucrats will do great harm wherever 
it is used and bring us enmity. 

Now, with the recession, the new excuse for foreign “giveaways” 
frequently offered is that mutual security, or foreign aid, brin 
employment to this country. I should like to present ‘for the rec ak 
and as an integral part of my testimony, copy of the speech which I 
made over the Manion Forum network on March 16, 1958. 

Chairman Haypen. That may be done. 
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(The speech referred to follows :) 


Dean MANION: My guest at this microphone tonight has had a lifetime of 
experience in diplomacy and foreign commerce. No person ever served with 
more distinction in either field. He is a former Assistant Secretary of State 
and was successively our Ambassador to Colombia, Cuba, and Argentina. 

In January of 1957 he spoke over this microphone on the subject of foreign 
aid. Now, 1 year and some $3 billion later, he is back with new evidence on the 
same subject. No person in America is better qualified to measure the full im- 
pact of this expensive program upon the safety and solvency of the United 
States. It is my pleasure to present the Honorable Spruille Braden, of New 
York. 

Mr. BravEN. Thank you, Dean Manion. It is an honor to be on your program. 
Probably on no single topic has the American public been more brainwashed 
than on mutual security or foreign aid, or what President Eisenhower in 1952 
called the giveaway program. 

The people, on this subject, are high-pressured by such superspectaculars as 
the one staged by Eric Johnston, in Washington, on February 25. This all day 
and evening show was addressed by an extraordinary galaxy of notables, both 
in and out of Government, from Messrs. Eisenhower and Truman on down. The 
object was to raise a half a million dollars or more to finance a committee of 
several hundred leaders drawn from all walks of life, which will lobby to put a 
single bill—mutual security—through Congress. This extravagance reminds me 
of the Nazi propaganda blitzkriegs put on by Dr. Goebbels. 

But the script had not been too carefully checked. Administration speakers 
declared that the principal reason for increasing our foreign-aid expenditures 
was to thwart the Russian foreign-aid program; whereas, Adlai Stevenson, at 
one point, urged that the Kremlin be invited to join its economic-aid activities 
to those of the United States. 

Secretary Dulles insisted that, as a cure for the present recession, still more 
billions be spent on mutual security, because it means 600,000 jobs. In effect, 
he suggests that mutual security is another PWA make-work scheme, excepting 
that the production from these 600,000 jobs is shipped overseas. It disappears 
from the United States economy, just as arms and munitions do in wartime. 
In wartime, this always adds to inflation and raises the cost of living. It now 
is raising the cost of living in the midst of depression. 

So far as I know, the advocates of foreign aid never have given reasoned, 
documented, and adequate answers to the criticisms and charges leveled against 
it. The huge International Cooperation Administration (1CA) bureaucracy 
treats both the Congress and the American public with disdain and duplicity. 
Others, including our highest officials, while admitting many blunders have been 
made, pass over the appalling record of extravagance and waste, corruption and 
worse, as only to be expected mistakes which are being straightened out. 

Actually, they are not being straightened out but, as might be anticipated, are 
growing proportionately with the number of bureaucrats on the payroll. In 
1948, when the foreign giveaway show was started, there were 571 employees. 
In 1953, the first year of the Eisenhower administration, 4,465; and by Decem- 
ber 1957, 12,095. In addition, another 7,000 employees are working on foreign 
aid in the State, Defense, and other Government agencies. 

That the charges made in congressional and General Accounting Office investi- 
gations are grave can be shown by summarizing some of their reports: A 1957 
congressional report states : 

“ICA witnesses admit the absence of any systematic recording of program 
changes. Indeed, it is obvious that frequently there is no recording of any 
kind.” 

The ICA Deputy Director for Programing told Congress he did not believe 
“having a record would serve a sufficiently useful purpose to justify the work 
that would be involved.” 

Again I quote: 

“ICA witnesses testified that there does not exist anywhere within ICA ‘a 
single statement covering all the reasons why a particular aid level for a par- 
ticular country was decided upon at the time it was decided upon.’ 

“Subsequent expenditures of these sums by the foreign government are sub- 
ject to little or no supervision and accountability.” 

According to the Comptroller General of the Republic and the General Ac- 
counting Office, there is gross mismanagement, waste, and extravagance and 
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frequent irregularities in ICA, involving defective merchandise, kickbacks, and 
overpricing. 

Black markets have been created—speculation encouraged—there’s been col- 
lusion between supplier and buyers, and all this with United States taxpayers’ 
money. There have been malpractices in commodity import programs; artificial 
exchange rates increased demand on the United States for dollars; the accumu- 
lation in warehouses has been allowed to rot. There has been no systematic 
accounting for counterpart funds amounting to millions of dollars, no com- 
petitive bidding for powerplants. 

On January 16, 1958, the House Committee on Government Operations in an 
official report asks: “How much of the $24 billion appropriated by the Congress 
for this (military aid) program has been wasted ?”’ 


MUM I8 THE WORD 


It was revealed that neither the committee nor the General Accounting Office 
were allowed access by the State and Defense Departments to important in- 
formation essential for the Congress intelligently to legislate and make appro- 
priations. 

The committee reported that military assistance is often granted for political 
rather than strictly military reasons. It is apparent that large sums are 
wasted in order to feed the vanity of some foreign politicians and keep them 
happy, rather than to strengthen their nations’ defenses and gain well-equipped 
and reliable allies for us. 

According to this report, planes are delivered without anyone able to fly 
them; motor vehicles without gasoline to run them. The United States was 
charged for rental of $112 million worth of machine tools we had given to 
Great Britain. The committee learned that a given country may receive arms 
and funds even though it may not be able to furnish a single soldier or jet 
pilot should war come. 

This same committee’s report on February 22, 1958, when speaking of “aver- 
age annual expenditures of more than $1 billion on a form of foreign aid known 
as defense support,” says: 

“Although a pretense is made that the amount of aid funds programed 
for each country is determined by expert economic judgment, the subcommit- 
tee has found no evidence that this is the case. The annual congressional 
presentation books for the mutual security budget contain no explanation, nor 
has any foreign aid administrator ever been willing or able to explain to this 
subcommittee how and why any particular level of aid has been determined. 

“To the extent that economic development is disguised as ‘defense support’, 
a term which implies a military purpose, the Congress and the public are being 
misled. 

“A system of practices and procedures has been allowed to develop which 
hamstring congressional scrutiny and leave administrators within the executive 
branch in absolute and unchecked control.” 

It would take literally days to enumerate all of the cases of waste and ex- 
travagance, stupidity, and worse. 

A congressional committee of 13 Republicans and 17 Democrats last year 
unanimously approved a 59-page report detailing—and I quote—“loose, slip- 
shod, and unbusinesslike spending of more than $250 million—a quarter of a 
billion dollars—in Iran” alone, just one country, and this report declares, “It 
is now impossible with any accuracy to tell what became of the funds.” 

Did this quarter of a billion dollars buy us a grateful friend and trustworthy 
ally? I doubt it, because, on January 5, 1958, the Iranian Ambassador criti- 
cized our aid “far from adequate” and said that the Middle East and Asia, 
unless we did better, would have to “throw in their lot with the Communist 
world.” 

More shocking than anything is the fact that our foreign aid is counter to 
religion because, far too often, it is being employed for the benefit of Com- 
munists and fellow travelers whose aim is to destroy all belief in God over 
vast areas of the earth. This results from your and my hard-earned dollars 
being given to the antichrist—to the Communists like Tito or Gomulka. What 
could be more sacrilegious? 
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DEEP HUMILIATION FOR A PEOPLE 


What could be more utterly humiliating and shameful than for a proud and 
self-respecting people, such as we, to try to bribe these wretches to be allies 
and friends? 

In this degrading attempt, doomed to failure from the beginning, we have 
handed over to Tito approximately $2 billion, and hundreds of millions of dollars 
to Gomulka’s Communists. 

Tito and Gomulka always have been and are just as evil as Khrushchev. We 
cannot trust any of them. They are all dedicated to a denial of God, to the 
destruction of capitalism, freedom, and our way of life. 

We should recall how Tito ruthlessly shot down our planes, killing our flyers 
after the end of World War II. We know that he supported Khrushchev, 
Kadar, and the Russians going into Hungary and their cruel suppression of the 
Freedom Fighters. 

Our leaders are so ignorant about communism as to think that the so-called 
national variety is different from the international and can be dealt with 
safely. They do not know that all Communists are equally bad. 

The Gomulka Communist government a few days ago got another $98 mil- 
lion—a total of $193 million within fiscal year 1958—in addition to what they 
had received before. They are trying to get still more from us. At the same 
time, they are offering, in competition with American companies, to finance 
the development of a large Brazilian iron-ore deposit. We are giving the Polish 
Communists the money wherewith to Compete with legitimate private enterprise 
in our Own hemisphere. It is inexcusable. Also, last year, Gomulka offered 
economic aid to Communist North Vietnam. Presumably, he would have used 
part of our dollars for this nefarious end. 

As for giving money to Poland and Yugoslavia, it would be more expeditious 
and efficient to send the checks straight through to Moscow. In the end, it will 
be the chief beneficiary. 

Anything we may do, which helps communism, constitutes a direct attack on 
our religion and way of life. 

Since socialism is nothing more than a prep school for communism, it is 
almost as foolhardy for us to be showering billions of dollars on the Govern- 
ments of India, Indonesia, and others, as it is on Yugoslavia and Poland. 

The United States cannot and should not try to support two-thirds of the 
rest of the world indefinitely. So, soon as possible, foreign aid must be done 
away with. Meanwhile, its evils must be wiped out without delay. 

To this end, each of us should insist upon positive action by our Senators 
and Congressmen. 

Dean Manion. Thank you, Mr. Braden. If your graphic description of this 
outrageous giveaway could be brought to the attention of all Americans, I am sure 
that the program would melt away in the white heat of popular indignation. 



















AID PROGRAM AS DEPRESSION CURE 





Mr. Brapen. In that speech I said the following: 


Secretary Dulles insisted that, as a cure for the present recession, still more 
billions be spent on mutual security, because it means 600,000 jobs. In effect, 
he suggests that mutual security is another WPA make-work scheme, excepting 
that the production from these 600,000 jobs is shipped overseas. It disappears 
from the United States economy, just as arms and munitions do in wartime. 
In wartime, this always adds to inflation and raises the cost of living. It now 
is raising the cost of living in the midst of depression. 

The money poured out by the bureaucrats, allegedly to make those 
600,000 jobs, if it had been left in the peoples’ hands, would have 
been used in this country to satisfy more of our own human needs 
and desires; in other words, to buy—the very thing we now seek to 
stimulate—and to invest. The products resulting would have re- 
mained in this country as an offset to inflation; our total national 
wealth would not have been depleted as it has by the foreign give- 
aways; and there well might have been a greater turnover of the 
money. All of which would have made for even more jobs than Mr. 


Dulles estimated. 
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Unquestionably, the approaching $70 billion dispersed all over the: 


globe since 1946 in foreign aid has contributed very materially to the 
Joss in purchasing power of our money. ‘The wholesale commodity 
index is down 34 percent since 1946; 58 percent since 1939. This 58- 
percent loss on the average holdings of United States savings bonds, 
time deposits, and other savings during the last 18 years amounts 
to $184,263,744,000. This is approximately 97 times the loss of $1.9 
billion of depositors in our banks from 1921 through 1933, 1. e., in the 
great depression. Yet we recall that relatively minor loss with terror. 

By the extravagance, waste, and corruption of the mutual-security 
program, it has been estimated that we are continuing to depreciate 
the value of the dollar to an annual rate approaching $6 billion, ex- 
clusive of the carrying charges of about $2.5 billion per year on the 
indebtedness so far accumulated by the Government for foreign aid. 

How long can or will the people endure unending deficits without 
realizing the cruel fraud that 1s being perpetrated against them? 
How much longer will they stand for this? 

As a trustee of a savings bank having total assets approaching $600 
million, I am worried gravely by what I see happening to the pur- 
chasing power of our depositors’ savings. When these depositors 
awaken to what has been done and still is being done to them by their 
Government, their growing anxiety may change into bitter rage 
against those responsible for their plight. 


BIPARTISAN POLICIES 


I will not consume more of your time by repeating the multitude 
of arguments, spiritual and constitutional, economic and military, 
which have been raised against the extravagance, waste, and dis- 
honesty of the mutual security program, and against the so-called 
bipartisan policies which make this iniquitous foreign-aid program 
possible. I will not attempt to detail why each and every category 
of foreign aid can and should be cut radically now. Tomorrow could 
be too late. 

Instead, as one who has been active throughout his life in the con- 
structive development of the underdeveloped areas, as an American 
citizen who is profoundly alarmed by the course our country is fol- 
lowing, and by my fears for what sort of life will have to be endured 
by my grandchildren because of our present follies, I make the most 
earnest appeal of which I am capable to this committee on one prin- 
cipal count: 

IMPENDING BUDGET DEFICIT 


The continuance of mutual security as presently operated may 
sound the death knell of this Nation. Foreign aid spent in fiscal 
1958 would more than cancel out the deficit for that year. The Di- 
rector of the Budget was reported on May 15, 1958, formally to have 
confirmed that the Government was expecting a budget deficit of 
$8 billion to $10 billion in the fiscal year that began July 1. 

I understand the estimates by congressional experts run as high 
as $13 billion. Our national debt already exceeds the combined debt 
of all the other countries of the world by about $25 billion. 

Under these circumstances, and especially in view of the serious 
charges made by its own committees and the Comptroller General,. 
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I repeat the question: How can the Congress of the United States 
possibly appropriate more billions to the foreign giveaway programs, 
without having— 
(1) received full, accurate, and properly audited accounts of 
ICA expenditures to date. 
(2) made a meticulous and all-embracing study and analysis 
of ICA accounts and operations. 
(3) forced ICA to establish an honest and efficient system of 
operations, including budgeting and accounting ? 

Neither the safety of the United States nor of its friends ever can 
be secured by the extravagance, waste, and corruption with which 
the American taxpayers’ dollars have been and are being squandered 
all over the earth, frequently to the direct benefit of our sworn ene- 
mies, the Communists and the Soviet. 

The only way to cure these evils is to stop all our handouts until 
it is proven that they are cured. 

The administration’s intensive propaganda campaign and pressures 
have prevented the full truth about mutual security being known by 
the American electorate. I believe that once the people are alerted— 
and sooner or later they will be—as to what is going on, they will 
demand in no uncertain terms that the United States return, with all 
speed, to the system of checks and balances under which the Congress 
again would control expenditures by the Executive and not permit 
the scandalous extravagance, waste, and corruption of the ICA. 

To sum up, gentlemen, unless this Committee and the House Com- 
mittee on Appropriations can bring to an end this mulcting by ICA 
of the American citizens of their hard-earned dollars, all I can say is, 


may the Lord have mercy on us and our progeny, even to the third and 
fourth generation. 





FOREIGN AID ON SELECTIVE BASIS 


Chairman Haypen. Senator Bridges. 

Senator Brivcres. Mr. Braden, I am interested in your opinion that 
in the next war we may have to fight pretty much alone and in these 
crucial moments some of our so-called friends of the U. N. staff have 
left our side, just as has happened in the past, and as we have expected 
of India, Yugoslavia, and Poland. 

One of my convictions on foreign aid as you well know has been 
that I am opposed to the scoop- -shovel approach. TI believe that some 
foreign aid is justified, but it should be on a selective basis. 

We should give to our true friends, not to all people, especially those 
whose demands are tantamount to blackmail. 

In the case of your remarks here I would assume that aside from 
your general statements, you concur with that belief; do you not? 

Mr. Braven. Ver y decidedly. 

What I am trying to emphasize in that statement is, when the chips 
are down we cannot count on affection among governments. Between 
persons, that you will get, but when it comes to governments they 
will look to their own selfish interests, first, last, and all the time. 

It is utter folly for us to spend billions trying to buy friends. 

I would not count for sure on any ally. I go along with General 


Wedemeyer in his testimony a few months ago in which he made just 
that statement. 
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As you notice, I do not advocate doing away with all foreign aid. 
T advocate getting rid of this waste, extravagance, and corruption that 
I speak of. If we do that we will still have plenty of money left to do 
the sepcific job which you so cogently say should be done. 

Senator Brinees. My approach to it, as I have said, has been to 
support our true allies and the people who are up against the gun. 
But I have no sympathy for the part of foreign aid that goes to 
Gomulka in Poland, Tito in Yugoslavia, or Sukarno in Indonesia, 
or some of the others. 

Mr. Brapen. In the speech which I asked be made a part of the 
record, I spent a considerable amount of time on just that point, as to 
Poland, Yugoslavia, and other Communist nations. 


PROGRAM IN BOLIVIA 


For instance, I speak of the corruption. It is not only overseas in 
Poland and Yugoslavia, but we went into Bolivia, for instance, with 
a Communist regime, so Communist that one of the principal men in 
the regime came in and declared in a public speech that they were 
more radical than the Chinese Communists. 

That really takes some going. 


POLICY OF GUARANTY AGAINST EXPROPRIATION 


One of the corrupt projects to which we have committed ourselves 
is a property confiscated by the Communist regime in Bolivia which 
has now been turned over to an American company, South American 
Gold & Platinum Co., and the ICA is guaranteeing that company 
against expropriation and against exchange losses. 

When we take the American taxpayers’ money and pay it out toa 
bunch of Communists in order to guarantee a company going in there 
to operate a property that has been confiscated by those Communists, 
I think we have yotten to an all-time low. 

I think it is the equivalent of our guaranteeing the safety of a re- 
ceiver of stolen goods. That is about what it amounts to. 

Senator Brivges. I think that is a good illustration. 

Chairman Haypen. Are there any further questions? 


METHOD OF STOPPING AID PROGRAMS 


Senator Dworsnuak. I have one question, Mr. Chairman. 

Mr. Braden, with both Democrat and Republican administrations 
committed to this program which is rapidly losing us friends through- 
out the world, how do you propose to stop this madness ? 

Mr. Brapen. I am rather doubtful that it will be stopped, sir. I 
have a feeling—that is the reason I expressed myself at the end—we 
may pay for our folly in the third or fourth generation. 

I am very much depressed about it. We are up against something 
like impending fate in the Greek tragedies that nobody can stop. 

Certainly the only people who can stop it are you gentlemen in the 
Senate and in the House by insisting on having the facts and clear 
accounting. 
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Naturally the administration will have to come forward with full 
information and not classify everything so that you will not know 
what the facts are. 

Senator Dworsuak. We know what the facts are, but with the 
tremendous pressure of the administration it is difficult to get the 
kind of action we need in the Congress. 

Mr. Brapen. I know that. I say perhaps it spells the doom of the 
Republic. I am very deeply conscious and concerned for what kind of 
life my grandchildren are going to have just because of what we are 
doin 

ieantes Stennis. Mr. Chairman, I won’t take the time to ask ques- 
tions, but I certainly want to say that I consider this a very valuable 
statement indeed, and I wish there was time for those who do not 
agree with you to cross-examine you. 

“Mr. Brapen. I would like that very much, Senator. 

Senator Stennis. Now, I think you are the only witness who is ap- 
pearing here for the other side, so to speak, and perhaps will be the 


only one 

ron you ought to be cross-examined thoroughly by those who do 
not agree with you, then I wish, also, that those others who come here 
could be cross-examined. 

I do not express that as a complaint, Mr. Chairman. We are under 
the pressure of the end of the session, but I think it is tragic on this 
important matter that there is not time to have some discussion across 
the table and really a cross-examination of a witness like Mr. Johnston, 
who has great familiarity with this problem, and I think entirely 
honest. Wecould spend a day with one as close to this whole program 
as he is. 

I want to thank you again. 

Mr. Brapen. Thank you very much, Mr. Chairman. 


ARTICLE FROM THE TABLET 


Mr. Chairman, yesterday there was published in the New York 
Times, and I know there are some distinguished gentlemen from the 
clergy today, a statement from the clergymen of three faiths, Catholic, 
Protestant, and Jewish. I would like to include in the record, if 1 
might, an editorial and an article from the Tablet—I am not a Catholic, 
myself, but this is a leading Catholic paper, I believe, having a circula- 
tion of about 400,000 and I think that side of the question ought to be 
brought out in view of the wide publicity that was given to this other 
statement. 

Chairman Haypen. That may be included in the record at this point. 

(The material referred to follows :) 


[From The Tablet, Brooklyn, N. Y.] 


Epitok CALLS FOR REEVALUATION OF UNITED STATES ForREIGN AIpD—NEITHER 
PARTICULARLY Morat Nor Norasriy SeE.r-Guipep, ASSERTS FATHER GUSTAF- 
SON—IN THE PRIEST MAGAZINE—CHARITY BEGINS aT HOME Says SULPICIAN, 
WARNING OF NATIONAL Dest, TAXES 


United States foreign aid is “neither particularly moral nor notably guided 
by self-interest,” according to Rey. G. J. Gustafson, S. S., coeditor of The Priest. 
A knowledge of current history, he asserts, should check any unrestrained 
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enthusiasm for the random, broad-seale, and uncritical grants of fabulous funds 
to everyone which have characterized American policy. 

Those who contend without qualification that foreign aid is a moral duty 
should reflect on the tragic story of Hungary, Father Gustafson writes in the 
July issue of the magazine, which is published by Our Sunday Visitor, Inc,, 
Huntington, Ind. 

NO AID FOR FREEDOM FIGHTERS 


When the brave Hungarian freedom fighters revolted in the fall of 1956, he 
recalls, the gigantic American foreign aid program, which had given so many 
billions of dollars to Communist governments, did not send in so much as 1 band. 
aid, 1 food package. 

But after the Soviet tanks had rolled in and crushed the anti-Communists, 
then American foreign aid appeared on the scene again and granted the restored 
Red dictatorship of Hungary $10,166,000. 

One would almost think, writes the Sulpician priest, that the powers behind 
the foreign aid program had a vested interest in the perpetuation of inter- 
national communism. 

“Of late we have sometimes got the impression that the debate on foreign 
aid has degenerated into a trifling hurdling of epithets and elusive slogans, 
A roars out ‘Charity begins at home,’ to which B retorts with no little bitterness, 
‘Love thy neighbor.’ But how can anyone seriously disagree with A or B, or 
they with each other? 

“And surely the complexities of foreign aid have rightfully engaged the 
full-time attention of serious students of political and diplomatic affairs and 
have anguished politicians at severul levels. They are hardly thus to be re- 
duced to a few generalizations, no matter their intrinsic moral worth. 


DOES ALL AID AID ANYBODY ? 


“Why do not more people ask: What foreign aid? To whom? For what 
purpose? To what actual effect? 

“We do not see how anyone can question the legitimacy of foreign aid any 
more than he could come out in favor of sin; but what is a sin? Conscience asks, 
precisely: Is this a sin? The competent administrator must ask: Is this aid? 
Both these concerns are examples of casuisty in the classical sense of the 
term—applications to a case at hand. There are species of sin and species of 
foreign aid. 

“One might add that not everything is a sin which may at first appear to be so, 
nor has all aid aided anybody. 

“The difficulty here is that of moral judgment. On one hand we have the 
principles, on the other the facts to which we apply them—provided, indeed, 
we get the facts, which are not always easy to come by.” 

“Opponents of foreign aid tend immediately to cite ugly facts,” Father 
Gustafson says, but he adds the caution that “one cannot ipso facto term them 
opponents of foreign aid as such. And history is on their side,” he declares. 

Since World War II, the Red Government of secret Russia has received 
$687,929,000 in foreign aid. This postwar aid included priceless ingredients for 
making the A-bomb, such as uranium and cobalt. 


TO SLAVE-LABOR CAMPS 


“Lt. Col. G. 8. Burlitski testified that brandnew American Chevrolet and 
Studebaker trucks, supplied to Russia by American foreign aid, were used to 
transport 1 million Lithuanians and other anti-Communists to Siberian slave- 
labor camps. 

That program, remember, was sold to American Catholics with pitiful re- 
minders that one-third of the world’s people go to bed hungry every night. 

“Handouts to Communist governments have remainded a considered part of our 
foreign aid program to this day. 

“It was American money, funneled through UNRRA, that enabled the Com- 
munist Tito to defeat the anti-Communist Mihailovitch and imprison Cardinal 
Stepinac in Yugoslavia. American aid to Tito has reached a grand total of $2 
billion and has been decisive in keeping the Yugoslavs under the heel of the 
apostate bully-boy. 

“On June 21, 1956, Moscow radio quoted him as stating to a Soviet audience: 
‘There is no difference between us. We have no difference in our aims.’ His 
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candor was rewarded with an additional $45,241,000 from the United States in 
the fiscal year 1957—presumably applauded by the American public with the 
comforting thought that Tito would use the money to feed the hungry and clothe 
the naked.” 


KEEPING REDS IN POWER 


Foreign aid is one of the chief reasons why Poland is controlled by the Commu- 
nists today, according to the priest-editor. 

“A loan of $90 million to the Red Poland stooge government was arranged 
at a critical time by Dean Acheson’s law firm. According to the testimony of 
Ambassador Arthur Bliss Lane and of the officials of the Free Polish Govern- 
ment, our gallant allies during the war, this Acheson-approved loan was used 
mainly to buy uniforms, boots, and clubs for the Red secret police and to bring 
about the submission of a desperately hungry people. 

“As conceived by Gen. George Marshall, you will recall that economic aid was 
actually offered to Communist Russia and her satellites, but Stalin recoiled from 
the proposition. 


“He could not believe that we were actually that stupid and so suspected 
a trap of some sort. 

“The list is long of Communist governments which have been put in power 
and kept in power by United States foreign aid. 

“Since July 1, 1945, the Red Government of Albania has received $20,444,000. 
The Red Government of Czechoslovakia has received $215,410,000. The Red 
Government of East Germany has been given $17,339,000. The Red Government 
of Poland has received $442,698,000. 

“In Indonesia, Sukarno is using American arms supplied by our foreign aid to 
crush the anti-Communists. In Laos, the official selected to distribute American 
aid is Prince Souphanouvong, who last year was leading a Communist guerilla 
army.” 


INTRINSICALLY EVIL 


Father Gustafson says that to cite such facts, which some seem able to face 
unblinkingly or, more probably, to forget with astounding complacency, hardly 
makes one an opponent of all foreign aid; after all, it was Pius XI who declared: 
“Communism is intrinsically evil, and no one who would save Christian civili- 
zation may collaborate with it in any undertaking whatsoever.” 

In direct contravention of this principle, he says, it would appear that the 
money of American Catholic taxpayers has been used to equip the Communist 
secret police, transport Christians to Siberian slavery, defeat anti-Communists 
on the battlefield, and perpetuate Communist tyrants in power. 

“In this whole connection something else that amazes us is how little use is 
made of fundamental theology even in the Catholic press. We understand that 
the Register makes students out of its would-be writers and puts them through 
an apprenticeship in theology as well as in journalism. 

“Several laymen now at large could profit by such a course before pontificat- 
ing each week or each month before uninformed, innocent, and unprotected 
readers. 

“A theologian of the merest competence at this juncture would think of what 
is known as the ordo caritatis, that is the right order which is to be preserved 
in carrying out the precepts of charity, which order is affected by a considera- 
tion of the persons or objects involved, the nearness of their relation to us, and 
the goods in question which are to be disbursed. 

“It is impossible within our limits to go much beyond the statement that there 
are varying degrees of obligation resulting from these considerations. In gen- 
eral, other things being equal, one is ordinarily bound to love himself more than 
his neighbor.” 

THE RIGHT ORDER 


“Thou shalt love thy neighbor as thyself” implies that a rational love of self 
is the basic standard, measure, and gage which must guide us, writes Father 
Gustafson ; charity does begin at home. 

“In such a case, no one should bother worrying about the simple-minded who 
buy $750 bonds and think they’re getting $1,000 when they turn them in.” 
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AID MAKES FRIENDS OR ENEMIES? 


“There are others who refuse to face the fact that the United States is becoming 
the object of increasing animosity. Once we turn down the muzzle velocity of the 
stream of foreign aid directed outward, the howling begins. * * * 

“We feel sure that is is idle to damn communism in South America, as Presi- 
dent Eisenhower is currently doing. At least a good part of the trouble in South 
America is due to the fact that we threaten Chile and Peru with embargoes on 
metals and Venezuela with embargoes on oil. Soit is that Canada looks upon us 
with distrust since we have undercut them in the world wheat market. 

“All this is exactly a question of foreign aid. It is used here in large part to 
highlight the tangled nature of the question. As of now, we have yet to see 
anyone mention these things in print. * * * 

“While the United States has been losing ground in its current recession, the 
Soviets have been making progress by the day. Allen W. Dulles, Chief of the 
Central Intelligence Agency, made this matter the subject of a recent address in 
the United States Chamber of Commerce. Soviet abilities to export petroleum 
and metals—aluminum, tin, zinc, and ferroalloys—are increasing and already 
interfering in Western markets. 

“Some might paradoxically argue that this is all to the good—it is progress 
along the way to ‘One World.’ We doubt that anyone would dare argue that 
the American position is being strengthened. 

“This new Russian production is being used, propagandawise, for all it is worth, 

“Said Dulles: ‘Soviet propaganda charges that it took the West 150 years to 
achieve industrially what the Soviets have built in a generation.’ 

“Said Mr. Dulles, even more ominously: ‘For some reason, the recently 
liberated countries seem to feel that the Kremlin has found a new and magic 
formula for quick industrialization which is the hallmark of becoming a modern 
state to many of these countries.’ 

“Russia, then, seems to have found a way to use foreign aid. She lends money 
and is greeted with hosannas as in India. We give it away and they spit upon 
our Vice President.” 

CONSISTENT POLICY NEEDED 


Father Gustafson concludes that “it is time we sat down collectively in a sane 
and sober discussion of the ordo caritatis. As usual, we fail by lacking an over- 
all policy which is consistent. 

“We give money away to one and cut another down with competition or threaten 
the economic life of still another by yielding to political pressure at home and 
hindering international trade. We move by whims and stop on fancies. 

“To take elementary examples, one cannot commit sin for the sake of his 
neighbor, however pressing those needs may be. Self-love comes first. Even in 
temporal affairs one is ordinarily bound to prefer his own welfare to that of 
another, and the welfare of his own to that of others. 

“The head of a family must certainly moderate his eagerness to contribute 
to the Muscular Dystrophy Fund in view of the interests of his family, even 
though it is hard to conjure up anything more pitiful than the image of a child 
afflicted with this kind of creeping death. 

“The administrator of public funds, again, finds his obligation directed to the 
common good. He is not free to devote these common resources to the welfare 
of a particular group, because, say, his particular forte is youth work or the 
rehabilitation of alcoholics. 

“If all this seems platitudinous, how then can one account for the omission of 
such a basic approach to the eminently practical question of foreign aid? How 
overlook the fact that generalizations, slogans, and catchwords are irrelevant? 

“This is a slippery subject with innumerable facets, any one of which can be 
turned up as the occasion demands. Debate is demanded but so is proper respect 
for complexity.” 

AMERICAN FINANCIAL SECURITY 


He asserts that one monumental omission seems to weaken some discussions— 
the aspect of the United States’ own financial security and integrity, upon which 
everything else hangs. 

“There can no longer be foreign aid if we bleed to death in the process. Foreign 
aid becomes useless if we so weaken ourselves as to lose the respect of other 
nations, since respect will always be the basis of a lasting and solid friendship 
between nations. 
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“We do not take the possibly cynical attitude of Realpolitik that nations are 
governed by crude self-interest, however difficult it might be for the idealist to 
defend his idealism. 

“Too few seem ever to get around to mentioning the public debt and the rising 
rate of taxation and inflation. As of January 31, the public debt was $274.6 
billion, with annual interest charges of $7.8 billion. 

“We do not share the conplacency of Senator Kennedy, who in a TV inter- 
view thought all this was simply a matter of paying interest. Perhaps it is to 
a member of the fabulously wealthy Kennedy family. 

“Most of us are, confessedly, unskilled in the manipulation of vast sums. 
It would occur to us to ask whether or not a rising national debt will change the 
very nature of our economic system into one in which the state will confiscate 
our moneys in increasing amounts.” 


FOREIGN WASTE 


Our front-page analysis of foreign aid by Father G. Joseph Gustafson, S. S., 
coeditor of the Priest, will be read with keen interest, particularly by non- 
conformists, because it voices a moral concept seldom, if ever, approached. The 
shouts of politicians, jobholders, social do-gooders, and the Eric Johnston 
pressure-cgookers are followed by many, even Catholics, who seem to think as 
long as you throw your money around the world you have achieved a seat in 
the Kingdom. The article from the Priest gives one something to think about. 

A recent report by the House Government Operations Committee throws addi- 
tional light on the same subject. The committee accused the International 
Cooperation Administration of inadequate, indifferent, and incompetent han- 
dling of foreign-aid projects. 

The committee said that ICA’s administration of major construction projects 
abroad was deficient in six ways: 

1. Inadequate advance planning. 

2. Defective standards and procedures for the award and administration of 
contracts. 

3. Indifference to alleged conflicts of interest. 

4. Incompetent supervision of the procurement of construction equipment. 

5. Poor coordination between field missions and Washington and among divi- 
sions in Washington having resposibility with respect to costruction projects. 

6. Excessive reliance on political factors to excuse deviations from sound 
procedures. 

The report which said that ICA had let nearly $1 billion in contracts without 
clearly formulated standards for their award and administration, was prepared 
by an International Operations Subcommittee headed by Representative Porter 
Hardy, Jr., of Virginia, and approved by the full Government Operations Com- 


mittee. How much more must we spend on foreign aid that doesn’t aid any- 
body? 


Chairman Haypen. If there are no further questions, thank you 
very much. 

Mr. Brapen. Thank you, sir. 

Chairman Haypen. There are three persons here, I understand 
all representing a common purpose, Father Vizzard, of the Catholic 
Rural Life Conference, and Catholic Association. 


Dr. Taft, Dr. Davidson, will you gentlemen come forward, please. 

Who is to be spokesman ? 

Father Vizzarp. We all have our prepared statements, each of 
which is brief. 

Chairman Haypen. They will be included in the record. 
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NATIONAL CATHOLIC RURAL LIFE CONFERENCE 
STATEMENT OF REV. JAMES L. VIZZARD, S. J., Representative 


GENERAL STATEMENT 


Father Vizzarp. Thank you, sir. 

Mr. Chairman, the reading of my statement will take approxi- 

mately 5 minutes. 

My name is Father James L. Vv izzard, S. J., vice president of the 
National Catholic Rural Life Conference, and director of the con- 
ference’s Washington office at 1719 Rhode Island Avenue NW. 

In addition to the identity given in this prepared statement, I 
would like to add I am an officer of and member of the executive 
committee of the Catholic Association for International Peace 

Mr. Harry Flannery, president of the KAPI, has asked me to in- 
dicate that he joins me in the following statement. 

Mr. Chairman and gentlemen of the committee, I am afraid I am 
one of the people engaged in the so-called iniquitous propaganda 
which Mr. Braden has castigated. 

However, in extenuation I might point out that as far as I am 
aware, whatever I think or say as a representative of the responsible 
Catholic organizations, it is not inspired or determined by the White 
House. 

I have other sources of principles and guidance which I find satis- 
factory. 

As any glance at the headlines makes plain, our country and the 
free world are in great trouble. 


OBLIGATION TO HELP DISTRESSED PEOPLES 


Much has been said and, I believe, well said, about the urgency of 
our obligation to help the distressed and less fortunate areas and 
peoples of the world. 

You have seen, for instance, the open letter released the day 
before yesterday in which some 35 leaders of our country’s major 
faiths expressed moral concern over the serious damage threatened 
to the mutual security program by the radical cuts made by the 
House in the funds to be appropriated for this program. 

With your permission, I would request that the text of the open 
letter be made a part of the record of these hearings. 

Chairman Haypen. That will be done. 

(The letter referred to follows :) 


THE NATIONAL COUNCIL OF CHURCHES OF CHRIST IN THE U. S. A. 
Dr. Kenneth Maxwell 
NATIONAL CATHOLIC RURAL LIFE CONFERENCE 
Rev. James L. Vizzard 
SYNAGOGUE CoUNCIL OF AMERICA 


Rabbi Mare Tanenbaum 
JULY 16, 1958. 


Note to Correspondents: 


The attached open letter, signed by 34 religious leaders, was made public 
today at a joint press conference held in the office of Senator Leverett Salton- 
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stall by official representatives of the National Council of Churches of Christ 
in the United States of America, the National Catholic Rural Life Conference, 
and the Synagogue Council of America. 

The three representatives, Rabbi Mare Tanenbaum, Dr. Kenneth Maxwell, 
and Rev. James L. Vizzard, also requested joint time to testify before the 
Senate Appropriations Committee hearings now in process. 


AN OPEN LETTER TO THE CONGRESS OF THE UNITED STATES 


The undersigned view with dismay and deep concern the heavy cuts made 
by the House of Representatives in the appropriation to carry out our mutual 
security program for the next fiscal year. Particularly are we concerned over 
the drastic reduction made in the funds for economic development of the new 
and emerging nations of Asia, Africa, the Middle East and Latin America. 

As others have concluded, this radical cut in the funds available for our 
programs of economic and military cooperation will reduce the military secu- 
rity of the United States; affect adversely our access to raw materials and 
markets; and weaken the support which these programs have afforded our own 
economy. 

But important as these effects are from a material point of view, we assert 
our most basic concern on other grounds. We maintain: 

1. That the issue between freedom and totalitarian slavery in the world 
may well be determined by the course taken in the next few years by rising 
revolutionary forces now sweeping through most of the formerly dependent 
and underdeveloped areas of the world. 

2. That these revolutions of rising expectations are a manifestation of 
a great and urgent search for new meaning and new dignity in the lives 
of hundreds of millions of people. 

3. That the great chalenge to the United States is to our moral purpose— 
and that our moral purpose demands that as stewards of God-given abun- 
dance in the world’s most wealthy nation, we must help with generosity 
and humility those nations and peoples who want to help themselves toward 
better lives. 

4. That the present moment in history confronts our Nation with an 
unparalleled opportunity to assume the imaginative leadership so urgently 
needed in waging a massive struggle against the basic enemies of mankind; 
namely, pervading poverty, ignorance, disease, and humiliation. 

Because the mutual-security program is designed to cope with the worldwide 
revolution which is the outstanding political fact of our age, and because it 
is based firmly on moral values which are common to the major religious faiths 
of our country it has been supported consistently by many religious organiza- 
tions and spokesmen representing Protestants, Catholics, and Jews throughout 
the Nation. 

While we have not been uncritical toward certain specific aspects of the 
program, we believe, nonetheless, that the cuts in foreign economic assistance 
made by the House of Representatives not only throws into question the ability 
of the United States to provide leadership in helping to create the conditions for 
world freedom and peace but also casts doubt on the seriousness of our moral 
responsibility. 

We believe that a substantial restoration of these funds is demanded by the 
morality, humanitarianism, realism, and idealism essential to United States 
foreign policy in a revolutionary world. 

JULY 14, 1958. 

Signed: 

Rabbi Theodore L. Adams, New York, N. Y. 

Dr. Eugene Carson Blake, Philadelphia, Pa. 

Jacob Blaustein, Baltimore, Md. 

Archbishop Richard J. Cushing, Boston, Mass. 

Rey. Edwin T. Dahlberg, St. Louis, Mo. 

Rabbi Max D. Davidson, Perth Amboy, N. J. 

Rabbi Maurice Eisendrath, New York, N. Y¥. 

Rabbi Abraham J. Feldman, Hartford, Conn. 

Moses Feuerstein, Malden, Mass. 

Abraham Fineberg, New York, N. Y. 

Harry W. Flannery, Washington, D.C. 
sernath L. Jacobs, Philadelphia, Pa. 

Msgr. George Higgins, Washington, D.C. 
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Bishop Gerald H. Kennedy, Los Angeles, Calif. 
Rabbi Isaac Klein, Buffalo, N. Y. 

Philip N. Klutznick, Park Forest, II. 

Rev. Msgr. Luigi Ligutti, Des Moines, Iowa. 
Archbishop Robert Emmett Lucey, San Antonio, Tex. 
Rabbi Julius Mark, New York, N. Y. 

Bishop W. C. Martin, Dallas, Tex. 

Dr. Reinhold Niebuhr, New York, N. Y. 

Bishop G. Bromley Oxnam, Washington, D. C. 

Rev. Norman Vincent Peale, New York, N. Y. 

Rabbi Emanuel Rackman, Far Rockaway, N. Y. 
Rabbi Jacob P. Rudin, Great Neck, Long Island, N. Y. 
Rt. Rev. Henry Knox Sherrill, New York, N. Y. 

Rabbi Abba Hillel Silver, Cleveland, Ohio. 

Bishop Julian Smith, Chicago, Il. 

Charles P. Taft, Cincinnati, Ohio. 

Rabbi Marc H. Tanenbaum, New York, N. Y. 

Rey. James L. Vizzard, 8S. J., Washington, D. C. 

Mrs. Theo. O. Wedel, Washington, D. C. 

Martin Work, Washington, D. C. 
Bishop Woznicki, Saginaw, Mich. 
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NATIONAL CONFERENCE OF CHURCH LEADERS 


Father Vizzarp. You have heard or seen, I am sure, the strong re- 
ligious sentiments and moral convictions expressed this past February 
by church and synagogue leaders at the national conference held here 
in Washington on the mutual security program. 

You may well have studied the impressive testimony of spokes- 
men for the major faiths submitted last year at hearings conducted 
by the House Foreign Affairs Committee. 

Finally, you have here this morning further witness of the unity 
and strength of the churches and synagogues on this issue. Our con- 
cern and conviction by now must be abundantly clear, and you must 
be familiar with them. 


WILL OF AMERICAN PEOPLE 


There is then only one question which I should like to raise at this 
time. What really is the will of the American people in the matter 
of the foreign-aid program ? 

Is that will accurately expressed by the few insistent voices of 
those who would cut back, weaken, or even completely destroy the 
mutual-security program ? 

Or is not that will found more authentically and conclusively ex- 
pressed in the actions both of our Government and of our people 
themselves ? 

I think the answer is overwhelmingly clear. 

We find it in official commitments written into the United Nations 
Charter, the NATO alliance and an impressive string of formal in- 
ternational documents to which as a nation we have pledged our- 
selves. 


We find it spelled out in speeches by responsible officials of the 
executive branch. 


UNITED STATES POLICY 


We find it clearly written—as a declaration of national policy— 


by the Congress of the United States in the very legislation now being 
considered by this committee. 
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These are the words: 

It is the policy of the United States * * * to assist, on a basis of self-help 
and mutual cooperation the efforts of the free peoples to develop their eco- 
nomic resources and to increase productive capabilities. 

I believe that in this statement of policy the Congress truly re- 
flected the will of the people. 

But if further proof is needed, there is the fact that the 3 major 
religious faiths, through their official institutions last year distributed 
some $300 million worth of goods and foods abroad for relief and re- 
habilitation. Fifty-seven voluntary agencies in this country, includ- 
ing the religious groups, are helping to distribute private funds and 
surplus foods throughout the world. It is estimated that these 
groups represent 75 percent of the total population of this country. 

I do not believe there is a single community within the length and 
breadth of this Nation which does not share its goods with those in 
need, not only at home but abroad. 

This aid comes not from the wealthy, not from an impersonal gov- 
ernment, but from the hearts of millions of Americans. 

How, then, can there be any question as to the will of the people with 
respect to sharing our abundance with those in need? How can there 
be any question of the will of the people with respect to cooperation 
with other nations and peoples who want to help themselves ? 

Yet there is a disturbing disparity—if not an outright contradic- 
tion—between the basic moral and humanitarian character of the 
American people and the face we turn abroad. Our true face is dis- 
torted by such harsh statistics as more than $40 billion for military 
forces and only $3 billion for helping to build economic security and a 
positive foundation for peace. Our national character is obscured b 
what appears to be quibling, what appears to be a grudging and half- 
hearted response to a clear and compelling need. 

More important than any dollar measurement of our programs, we 
apparently have failed to project our freedom of spirit, our principles 
of equality, our belief in the dignity of man; we seem not to be trans- 
mitting a sense of hope, of the friendly hand, or of a strength of moral 
purpose and leadership. 

The will of the people cannot be expressed adequately in today’s 
world by the activities of the religious and other voluntary agencies 
alone. 

And only you gentlemen, who are of the people and who are helping 
to shape our national destiny, can with your knowledge and under- 
standing translate into action the real will and desires of the people. 
You can help to restore the perspective and focus to the face we turn 
to the rest of the world, so that its viewers may sense the true fact about 
us, namely, that as a nation we are genuinely interested in their welfare. 


SUPPORT FOR RESTORATION OF CUTS 


Restoration of the cuts in the mutual-security program, particularly 
of those funds for development loans and for the President’s contin- 
gency fund will, I am sure, reflect the real will of the people, and your 
courage and positive action will find acclaim and approval. You can 
be quite sure that such action will reflect the will of all citizens of in- 
formed religious conscience. 

Thank you, Mr. Chairman. 
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NATIONAL COUNCIL OF CHURCHES OF CHRIST IN THE UNITED STATES OF AMERICA 


STATEMENT OF CHARLES P. TAFT, Representative 


GENERAL STATEMENT 


Mr. Tarr. My name is Charles P. Taft. I am a Cincinnati lawyer 
and have been city councilman for 20 years, somewhat successful in 
local politics. 

I am testifying here on behalf of the National Council of the 
Churches of Christ in the United States of America, on the basis of its 
official policies and by authorization of its appropriate officers. 

I am a vice president of the National Council of Churches and chair- 
man of its department of the church and economic life. I am appear- 
ing here as a designated representative of its department of interna- 
tional affairs. 

I do not presume to speak for each of the approximately 38 million 
members of the 33 Protestant and Eastern Orthodox denominations 
in the National Council, but I am presenting views adopted after care- 
ful study, discussion, and deliberation by our policymaking bodies 
composed of official representatives of the denominations, and it in- 
cludes articulate representatives of the major viewpoints that are 
involved; this is supported by similarly adopted statements of the 
separate denominations. 

























SUPPORT FOR ADEQUATE AID 













We feel it especially significant that in this hearing the major relig- 
ious groups in our country—Jewish, Roman Catholic, Protestant, and 
Eastern Orthodox—all join in expressing from religious and moral 
erspectives strong support for more adequate, constructive mutual aid 
y the United States. 





IDENTIFICATION OF THE TABLET 





May I interrupt to say what perhaps the gentleman who preceded 
me would not care to do, to identify “the Tablet.” The Tablet is the 
paper of the Brooklyn Archdiocese. pals, on 

It is not a national paper. My impression is that all of the national 
Catholic papers support this program and that the overwhelming ma- 
jority of the diocesan papers support It. 
The Tablet is definitely a minority. 







POLICY OF THE NATIONAL COUNCIL OF CHURCHES 


On the basis of Christian concern, and in keeping with action of 
many of our constituent bodies we hold that the United States should 
continue to develop, improve, and expand programs of technical assist- 
ance, economic aid, and international trade such as will make for 
stability, justice, freedom, and peace for the peoples of the newly 
developing areas of the world and for all nations, including our own. 

There has been an implication, Mr. Chairman, in the discussion of 
aid in the Near East in particular, that the governments were incom- 
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petent and that the people were also not competent to make good use 
of the aid. 

I think I should say that the churches which I represent do not admit 
that. They believe that people are competent to be trained, advanced, 
and educated, and we believe in this program because one of its objec- 
tives is to do just that. 















CAPABILITY OF ARAB NATIONS 















I would add, with reference to the Arab nations in particular, that 
a very substantial part of our civilization comes from the Arabs. In 
fact, one science, which is in many cases the basis of our current indus- 
trial and military development, if you please, is mathematics and the 
basis of our mathematics is Arab, very definitely. 

If they were able to do that, however they may have slowed down 
in the years between, it is certainly clear they are quite competent to 
be brought back with their own help. 

During 1957 our churches contributed approximately $120 million 
to these ends. 


CHURCHES’ EXPERIENCE AND COMPETENCE 






























Our churches have long had a deep and increasing interest in over- 
seas aid and international relations. In mission work, they pioneered 
in technical and economic assistance in education, literacy, literature, 
medicine, public health, agriculture, industry, mass communications, 
and leadership training. During 1957 our cliurches contributed ap- 
proximately $120 million to these ends, have given aid to people in 
need around the world, distributed surplus food, sent relief in disas- 
ters and pioneered in village and community projects. 

I would add here that the mistake with which I would charge the 
program most strongly is that in the first year or 2 years they failed 
to tap the knowledge and understanding of technical assistance which 
existed in all of the missionary groups and of which apparently they 
were entirely ignorant. 

They have later done so to the great advancement and improvement 
of the program. 

Through our church world service and also through Lutheran relief 
and other denominations such as the Brethren with their Helper proj- 
ects, we have given aid to people in need around the world, distributed 
surplus food, sent relief in disasters, and pioneered in village and 
community projects. 

In 1957 we contributed $35 million for such aid. Worldwide proj- 
ects are carried on also by the United Christian Youth movement, the 
United Student Christian Council and United Church Women. The 
department of the church and economic life and the department of 
international affairs developed specialized study and action on inter- 
national relations under the leadership of outstanding laymen who 
have particular competence in these disciplines. 


28282—58——31 
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RELIGIOUS AND MORAL FOUNDATIONS 


The competence of the churches is well established to speak on re- 
ligion and morality. On these grounds we primarily base our sup- 
port for constructive mutual aid and trade. We recognize so-called 
practical arguments (which also involve moral values and issues) 
those of political freedom, military necessity, and good business. In 
mutual aid we are dealing ultimately with life and death, the nature 
of man and his destiny, ‘which are moral and religious questions. 

We believe that religious and moral considerations compel us as a 
Nation to greater responsibility in constructive mutual aid and trade 
programs: (1) Humanity is interdependent under God our Creator; 
(2) human life is sacred, of primary value (and these programs lit- 
erally mean life or death for multitudes of aaa ; (3) as a wealthy 
Nation we have a stewardship in a world of poverty; (4) blessing or 
judgment come to men and nations as they do or do not have a real 
concern for others in need; (5) mutual aid and trade programs go 
beyond the material to moral ea spiritual reality in human relations, 


MORAL CONCERNS AND NATIONAL INTEREST 


In constructive mutual aid and trade, the practical and the moral 
are not in conflict but in agreement; realism and Christian idealism 
meet in accord: self-interest and altruism are joined. From the per- 
spective of religion and morality we believe that our national self- 
interest at this moment of history is best fulfilled in recognizing that 
our destiny is inescapably bound with the destiny of the world. 


SOME GUIDING PRINCIPLES 


Based on our experience in overseas service and our moral concern 
in international affairs the churches have evolved through the years 
principles and policies which we believe essential for making our 
Government’s mutual aid programs as effective as possible : 

(1) As to magnitude, it is urgent not to cut economic and technical 
aid programs which this Nation will have to judge, but to expand 
them toward the full extent of our national capabilities and the 
absorptive capacities and needs of cooperating nations, which this 
committee will also have to judge. 

(2) Both public and private programs should be strengthened and 
expanded. 

(3) These programs should help people to help themselves with all 
cooperating nations assuming their share of responsibility. 

(4) Programs of technical cooperation should be increased. 

(5) Larger sums of capital should be made available for economic 
development. 

(6) A long-term basis is necessary in financing, programing, and 
administering mutual aid. It cannot be done only from year to year. 

(7) Greater emphasis should be placed on the use of international 
agencies such as regional organizations and the United Nations. 

(8) Although all parts of our foreign policy are interrelated, pro- 
grams of technical and economic aid should be planned and adminis- 
tered in relation primarily not to political and military considerations 
but to economic and social needs and opportunities. The churches 
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support efforts to separate military programs from economic develop- 
ment and technical cooperation. 

I would add that I have a very specific interest in one small item 
which I think I should call to the committee’s attention. I am the 
Chairman of the Advisory Committee on Voluntary Foreign Aid in 
the ICA. This is the Committee which is the successor of the Presi- 
dent’s War Relief Control Board, established originally in 1941. It 
is the liaison between all the private agencies engaged in relief abroad 
and the Government departments with which they had to do business. 


OCEAN FREIGHT FOR SHIPMENT OF SURPLUSES 


In particular this bill includes an amount in which is comprehended 
an item for ocean freight for the shipment of surpluses by these 
agencies to points abroad for distribution. 

I am not sure how much the item was. It was ineluded in an amount 
of $200 million in the original bill. I am not sure whether it is now. 

At any rate, it is assoc iated with the Pi iblic Law 480 and most of 
the appropriation is now in 480 rather than in this one. 

There is one item in that one which has some effect on ocean freight 
for these agencies. For that 1 would also speak. 


DEVELOPMENT LOAN FUND 


Specific concern for appropriations for the Development Loan 
Fund: Of particular concern at this time is the appropriation for the 
Development Loan Fund. In the same week in 1957 that the Sec- 
retary of State in behalf of the President and the administration pro- 
posed such a fund to the Senate Committee on Foreign Relations, 
the president of the National Council of Churches, testifying before 
that same committee, expressed strong support for this aspect of a 
more adequate total program for international economic development. 

It is to be hoped that the full amount for fiscal year 1959 as pro- 
posed by the administration and as already authorized by both the 
Senate and the House of Representatives ‘will be appropriated for 
the Development Loan Fund for international economic development 
conducive to stability and peace. 

In the first place, I will say that I have been for a part of these 20 
years at least in Cincinnati, chairman of the finance committee. I 
have been a member of the finance committee during the entire period. 

I am more than sympathetic with the problem facing a committee 
like this. I am very much of the conviction that to keep down an 
appropriation and to force the administering agency to operate within 
somewhat less than they think they want is thoroughly sound 
prine iple. 

I have been exercising it, myself, for a good many years. I think 
therefore that the committee will have to relate the amount that they 
put in the bill finally and recommend to the Senate, to the total amount 
heing asked, but I would suggest to the committee that the appropria- 
tion of $625 million out of the total requests indicated by Mr. Dillon 
as having come to this country is not a bad proportion. 

I would suggest that certainly $325 million just will not do the job. 
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ATTACKS ON ADMINISTRATION OF PROGRAM 


_ Mr. Chairman, since I was here for Mr. Braden’s testimony and 
since I am not sure that it will be answered in any other way, I would 
like the privilege of just 1 or 2 minutes to make a few remarks about 
what he said. 

Now, success in this depends obviously on effective administration, 
and Mr. Braden was attacking the administration. 

I would only say this, that the charges made by Mr. Braden and 
even more by his associate, Mr. Castle, have been based not only on 
very limited accuracy, but in many cases have been absolutely mis- 
representations. Mr. Castle finally had to back down in the House, 
and his beginning to attack the entire mutual aid bill and striking it 
all out ended by qualified denunciation of a large part but accept- 
ance of some foreign aid. 

That was quite a concession for Mr. Castle. The reason he had to 
do it was because of the replies, the facts actually presented, to some 
of these charges. 

I am sure in the files of this committee are the answers of ICA to 
some 60 or 100 charges that have been made against the ICA and to 
read those charges and to read the answers is an eye opener, I assure 

ou. 

: I suggest that having heard Mr. Braden’s, you read those charges 
and the answers before you make up your mind about the validity of 
his case. 

It is perfectly true that we cannot rely on buying friends. It is 
probably true that we have lost friends somewhat. But I want to 
point out again, as Mr. Johnston did, that this is a loan program 
which we are backing; not a grant, not a gift. 

I was active at the time the Bretton Woods proposals were adopted 
for the International Bank for Reconstruction and for the Monetary 
Fund. [I am very conscious, and I am sure a number of those on the 
committee are also, of the predictions that were made of the amount 
of money that the United States of America was going to lose by the 
investment in the International Bank and in the Monetary Fund. 

I do not want to document it, but an experience which at least one 
member of this committee also has in this field, and the actual opera- 
tion of the International Bank by Mr. John McCloy and by Mr. 
Eugene Black, have been such as to demonstrate that I was right and 
that we did not lose money on it, and it did the job. 

The same is true of the Monetary Fund, but that is not in this 
field. ‘That same prediction has been made in many cases about loans 
of the Export-Import Bank. Those loans, so far as I know, have 
been very substantially paid off. 


OFFSHORE PURCHASES 


Now, the difference between that operation and this one is that 
they are in general restricted only to purchases in the United States 
and the Development Loan Fund will permit offshore purchases. 

I do not want to get into a long argument on the question as to 
what happens with offshore purchases with dollar credits, but I think 
it can be very clearly demonstrated that that money eventually comes 
back to the United States. 
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The only other place it can go to is to foreign dollar balances. 

While it is true that the foreign dollar balance is very high at 
the moment, it is not evenly distributed and there are many countries 
which do not have enough gold and dollar balances with which to 
conduct the foreign trade which they wish to conduct with the hard- 
currency countries. 

Now, there has been criticism and I was present at the meeting of 
the Committee for Economic Development which included a large 
number of outstanding industrialists of this country who heard Mr. 
Black and who criticized him because the International Bank was too 
tight. 

i take it this loan fund is to meet what he then recognized as a 
desirable provision for additional source of some funds for loans which 
under the stricter rules of the International Bank could not be ac- 
cepted. 

At the same time the International Bank has done the basic job 
of training people in these countries to administer the loans adequately 
as well as training their own staff to do the same thing. 

I am satisfied, myself, that the existence and the effective operation 
of this loan can improve the climate for private investment, not only 
private investment from outside the country involved, but also by 
drawing out of hiding eventually adequate local capital which is 
often there. 

LOANS TO LEAST DEVELOPED COUNTRIES 


It has been referred to here in some of the testimony and has been 
suggested by the distinguished Senator from Louisiana that these 


loans should go to the least developed countries. 

Well, I think all of us are very anxious to have that done so far 
as it can be done, but the actual history of economic development in 
this country does not quite bear out the idea that you can put most 
of the investment fund into the least developed countries. 

The actual experience has been that the dollar amount, the size 
of the amount going into investment, has always been in ‘the more 
developed areas. 

Senator Ettenver. Mr. Taft, my reason for suggesting that is based 
on the fact that we have assisted until it hurts. In Greece, for ex- 
ample, we have given over $2 billion in military and economic aid. 
I feel that since the amount of money available through the Develop- 

ment Loan Fund is so small in contrast to the demand, that we should 
center our efforts on the underdeveloped countries who have not re- 
ceived aid from us. 

Mr. Tarr. I would not disagree that they are to be considered. They 
ought to be given all they can absorb. I referred to the absorption 
capacity of these countries and the least developed has less absorptive 
capacity. That isthe point I am making. 

You can see this in all sorts of examples. There is more investment 
in construction in New York City and Washington, D. C., than in 
Cincinnati or any other city in the country, although there is already 
more investment in that kind of thing in Washington and New York. 

There was more investment going into New England, Ohio, Tllinois, 
Pennsylvania, over the last 25 years than was going into the west 
coast, although that was the least developed area. 

I am very proud to call to the attention of this committee that Ohio 
is now the second largest industrial State in the United States, al- 
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though it is not in any sense one of the least developed because more 
money has kept going back in there. 

By putting it in you create the demand and the opportunity for 
more investment in those countries. 

You should go into the smaller ones, but there it is very difficult, 
you don’t have the people, you don’t have the training, you don’t have 
the facilities. You don’t have the know-how. 

You have to build that up and that takes a long time. 

Senator Exitenper. Mr. Taft, what I had in mind in making the 
suggestion, for example, was that a country like Greece cer tainly has 
more opportunity to borrow than has a country like Jordan. 

Further, some of the countries of Western Europe that are very 
prosperous at this time are seeking to borrow some of this money when 
in my humble judgment they are ‘able to borrow from other sources. 


COMPARISON OF INTERNATIONAL BANK AND DEVELOPMENT FUND 


Now, I would like to ask you one question : 

Are you comparing the International Bank with the Development 
Loan Fund? 

Mr. Tarr. I think they all make one piece. They are all part of the 
entire setup for getting outside capital into countries that should 
have it. 

Senator ELxenper. But the loans made out of the development fund 
are repaid in soft currencies which cannot be used, in most instances, 
except in the country who borrowed it. 

Mr. Tarr. That is part of the process of securing more capital in- 
vestment in the countries concerned. They have no exports which are 
adequate to provide the hard currencies and provide sales which get 
the hard currencies. “ 

Senator Etnenper. You are advancing the same argument as has 
been advanced for economic aid - those countries. It is no different. 

Mr. Tarr. Senator, of course, I don’t have the privilege of asking 
you questions, but I would raise this question just for the air. 

If you do not take Soviet currency, how do you get anything? 

Senator Extenprer. Why does not the International Bank operate 
in that field ? 

Mr. Tarr. The International Bank has been run on a very effective 
banking principle. That is exactly the criticism which some of my 
associates as trustees of the Committee for Economic Development, 
leading industrialists, put to Mr. Black. He had no answer for it 
then because he had neither the International Finance Corporation 
nor the development loan fund. 

Senator Extienper. I notice in the third paragraph of your state- 
ment, Mr. Taft, where you mention that technical assistance, economic 
aid, and international trade make for stability, justice, freedom, peace, 
and so forth. 


CHURCH VIEW ON MILITARY AID 
What is the view of the churches on the military assistance we give 
to underdeveloped countries whose economies are not stable, and are 
therefore unable to maintain an army ? 
Mr. Tarr. I replied to that question in the statement itself, Senator, 
in the next paragraph that I read, which is the one beginning “Re- 
ligious and moral foundations.’ 
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I said this: 


We recognize so-called practical arguments which also involve moral values 
and issues, those of political freedom, military necessity, and good business. 


REJECTION OF PACIFIST POSITION 


There is a division of opinion within the Protestant churches for 
which I am speaking and it happens the president of the National 
Council of Churches is himself, a pacifist; nevertheless, the national 
council, at the time of its organization, by an overwhelming vote sup- 
ported the report drafted by the committee under the chairmanship 
of Bishop Angus Dun of Washington, which rejected the pacifist 
position and supported the necessity of military defense. 

I am trying to state the position of my constituents. So far as Iam 
concerned, I would join fully in what Mr. Johnston said. 


SITUATION IN IRAQ 


Senator Ex_Ltenper. Take the situation which now confronts us in 
Iraq. We have spent in Iraq over $50 million for military aid. As 
a result of the coup there, the military aid we sent is now being used 
against us. 

What do you have to say about that? 

Mr. Tarr. I can only say that it happened first in China, Senator, 
exactly that. 

Senator ELtenper. Should we continue with blunders? Have we 
not learned a lesson in China ? 

Mr. Tarr. I am not sure that we learned a lesson. Some of those 
who have spoken today certainly would not draw the same lesson I 
would, but at any rate I can only say you are taking a chance when 
you do it. I would say further that it needs to be very carefully 
scrutinized by this committee. 

[ am not a military expert. I don’t know this committee is, 
although you have some members who are on the Military Affairs 
Committee. I should certainly say you should scrutinize military 
aid, but military aid in principle, I am for. 

Senator EL.tenper. Mr. Taft, do you think our Government should 
force a military program on a country who is unable to sustain it? 

Mr. Tarr. Certainly not, sir, but you have the problem that many 
of the countries which are around the perimeter of the Soviet are 
countries in which you face the problem of a government of less 
experience and perhaps of less capacity and certainly peoples who 
are less educated, less trained, less able, without a great deal of effort, 
to use the military equipment effectively, and yet facing that prob- 
lem, the only alternative to doing nothing, which seems to me com- 
pletely wrong, is to give them military equipment and attempt to 
train them so they can use it and you are going to lose a few bets. 

The program has been sound and has been effective as part of the 
defense of the United States. 

Chairman Haypen. We thank you, Mr. Taft. 

Mr. Tarr. I have just the last paragraph. 

The people are ready to move. 

The people of this country are ready, we believe, to respond more 
fully to courageous leading by the administration, and by the Con- 
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gress for a more responsible role by our Nation in world leadership 
in moral, economic, and social terms. 

In this nuclear space age in a world revolution, the churches have 
reaffirmed their strong support for constructive international pro- 
grams. We hold that accelerated military responses to the challen 
of this new era of human history are not enough; that there must 
expanding, improved programs for promoting economic, political, 
social well-being and human values among the peoples of the world. 

Chairman Haypen. Thank you. 


STATEMENT OF SPRUILLE BRADEN—Resumed 


GENERAL STATEMENT 


Mr. Brapen. Mr. Chairman, may I have 1 minute? 

Mr. Chairman, for the first time in my life I have been accused 
before this committee of misrepresentation. I resent that insult with 
every fiber of my mind and body. 

If Mr. Taft will read my testimony or anything that I have said 
on this subject here today, he will find that I quote only congressional 
committees, the Comptroller General and the General Accounting 
Office. 

If there has been any misrepresentation it is in the statements of 
those committees and of the General Accounting Office. 

As for Mr. Castle, I am not associated with him. If Mr. Castle were 
here he could defend himself, but I want the record to show that I 
resent the imputation that Mr. Taft has made. 

Chairman Haypen. Dr. Max Davidson, vice president of the Syna- 
gogue Council of America. 


SYNAGOGUE COUNCIL OF AMERICA 
STATEMENT OF RABBI MAX D. DAVIDSON, Vice President 
GENERAL STATEMENT 


Dr. Davison. I am Rabbi Max D. Davidson, of Perth Amboy, N. J. 
I am grateful for this opportunity to make a statement in my 


capacity as vice president of the Synagogue Council of America which, 


as you know is the central national coordinating agency for the rab- 
binic and congregational associations of the Orthodox, Conservative, 
and Reform movements of religious Jewry in America, and, therefore, 
the voice of organized religious Jewry in America. 

Mr. Chairman, and ladies and gentlemen, while I do not, of course, 
presume to speak for each of the several million members of these 
national organizations, the views which I am presenting were adopted, 
after consideration, by the officially elected leaders of these constituent 
movements. 

HOUSE TESTIMONY 


A complete statement of the official position of the Synagogue 
Council of America and its constituent organizations in support of 
the mutual security program was presented before the House Com- 
mittee on Foreign Affairs at its hearings in May 1957. During this 
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year, our constituent organizations reaffirmed their support of this 
position in official resolutions adopted at their annual conventions: 

The smashing blow to American policy in the Middle East inflicted by the Iraq 
revolution requires not a retreat but a redoubling of effort to reestablish the 
position of the free democracies throughout the world. New thought, new evalua- 
tion, new action, will certainly be called for. But this does not mean a scrap- 
ping of everything that has gone before, least of all the program of mutual secu- 
rity that is one of the keystones of our international strength. 

The Cooperative League of the U. S. A. has consistently supported 
a strong economic foreign-aid program. Resolutions of our biennial 
congresses have supported much aid for a decade or more. While we 
cannot speak for every single family in our 13 million family member- 
ship, there is such a great agreement on this issue that there has been 


no serious opposition at any time to the position we have taken so 
consistently. 
TECHNICAL ASSISTANCE PROGRAM 


We urge a continued expansion of the technical-assistance program, 
both through the United States and the United Nations. We urge the 
extension of economic foreign aid to supplement the technical-assist- 
ance program. Last year we testified with great enthusiasm for the 
new Development Loan Fund and hailed this as an extremely con- 
structive step as part of the transition from a grant program to a loan 
program for international economic development. 

Because we feel so strongly that loans are a fundamental program 
for development in the underdeveloped areas, we were shocked by the 
action taken by the House of Representatives which slashed that 
authorization 55 percent under the request made by the administration. 


DEVELOPMENT LOAN FUND 


The Cooperative League testified in support of the administration’s 
proposal a year ago calling for a $2 billion loan authorization over a 
3-year period. This was achieved to start with a $500 million initial 
authorization, plus $750 million each year for the next 2 years for a 
total of $2 billion. As you know, the Congress last year authorized that 
$500 million but appropriated only $300 million for the first year of 
operation of the Development Loan Fund. It went on then to author- 
ize $625 million for the second year, fiscal 1959. 

We were disappointed when the administration did not renew its 
request as placed before you last year and settled for a request for ap- 
propriations of the $625 million authorized last year. This we felt was 
a mistake which downgraded what should have been a “bold new pro- 
gram.” 

When the House cut this modest request so drastically, it threatened 
to cripple the effectiveness of even the small program which is now 
underway. 

Administration spokesmen have pointed out to the Congress that 
at the close of fiscal year 1958, $267 million of the $300 million ap- 
propriated was already committed for loans and that only $33 million 
in total capital was available for use at the beginning of the current 
fiscal year. Projects totaling $70 million had already received staff 
approval after careful evaluation. These pressing loans cannot be 
made. The Development and Loan Fund has actually been in effective 
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operation only since the first of the year, so this represents just about 
one-half year of operation. 

The underdeveloped countries which are eligible for these loans 
have placed before the Development and Loan Fund application for 
$1.7 billion. In addition to those which were acted on in 1958 officials 
of the Fund expect to receive $1 billion in applications this current 
year. The cutback to $300 million made by the House would cripple 
a program which should be expanding aggressively, not only in the 
face of a great need for economic development in the underdeveloped 
countries, “but also in the face of great need for economic development 
in the underdeveloped countries, ‘and also in the face of an aggressive 
economic warfare openly declared by the Soviet Union. 

In order to meet this crisis situation we urge that this committee 
give serious consideration to appropriating not only the $625 million 
authorized in this year’s legislation, but also the $200 million which 
was authorized last year but not appropriated. Appropriations of 
$825 million would put us only a little over halfway along a 3-year 
program which was officially requested by the administration last 
year. We feel this is not inconsistent with either administration or 
congressional policies. And it is almost. forced on us by the turn of 
world events which call for more, rather than less, economic develop- 
ment to face the world crisis. 

We wish to congratulate the House for appropriating $172 million 
for bilater - and multilateral technical-assistance programs for this 
coming year. It was very encouraging to those of us who have been 
asking si Mieathe programs designed to help people to help them- 
selves, for the House Foreign Affairs Committee to increase the ad- 
ministration’s request by $8 million. To have the House appropriation 
confirm that amount was even more encouraging. The psychological 
effect of the congressional! leadership in this field will be helpful to all 
of the free world. 

We are pleased with the continuing growth of the U. N. technical- 
assistance program. We realize that this must continue to be a rather 
small program until the other countries of the world can match our 
contributions. This is such a worthwhile program working through 
the specialized agencies of the U. N., that every effort should be ms ude 
to expand it as rapidly as practical. 


SPECIAL PROJECTS PROGRAM 


The appropriation for a modest beginning on the special projects 
program of the U. N. is also encouraging. The United States recom- 
mended this program to the U. N. last year. Congressman Walter 
Judd who was United States spokesman pushed this program for 
adoption. Our only criticism would be that the $414 million requested 
for this current year was a rather halting step toward the $100 million 
program for the U. N. approved on United States insistence. 

This committee, I am sure, will be pleased to know that &4 govern- 
= have contributed $200 million to the technical assistance pro- 

‘am of the U. N. which is a voluntary contribution program outside 
of the U. N. budget. Experts have been recruited from 80 different 
countries to serve in more than 135 of the countries in the world. 

We approve wholeheartedly an action taken by the House and the 
Senate in the authorization bill to keep United States contributions 
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to the technical assistance fund at 40 percent of the total contributions. 
While this is a small matter to us, it is a dramatic illustration of United 


States leadership in the technical assistance field as far as the United 
Nations is concerned. 


INSURANCE POLICY FOR WORLD PEACE 


As we have pointed out repeatedly, the mutual-security program 
is an inexpensive insurance policy for world peace. Just about 3 
yercent of what we are currently planning to spend for defense si 
tor defense support is devoted to international economic cooperation 
which we feel is the most constructive single section of our foreign 
policy. 

As we move forward in this program of economic cooperation to 
strengthen the free world, we suggest that serious consideration be 
given to extending to underdeveloped areas the rural electrification 
program which has proved such a tremendous boon to American agri- 
culture. We also urge that increased attention be given to the housing 
needs of these areas, particularly through a cooperative housing pro- 
gram. And as we develop a program of economic assistance to chant 
people, we remember that democratic institutions, such as coopera- 
tives, farm and labor organizations, and so forth, are essential if our 
friends in the less-developed countries are to continue our aid by help- 
ing themselves and helping each other. 

It has been a pleasure to have had this opportunity to present to this 
committee once again the position supported by the 138 million family 
members of the Cx ooperative League of the U. SOA. 

To save your time, I take the liberty of emphasizing only a few 
highlights of the official position of the Synagogue Council of Amer- 
ica and its constituent organizations: 

On the basis of fundamental Jewish religious teaching, the syna- 
gogues of America support the programs of our Government for ex- 
tending long-range economic and technical assistance to the less- 
developed nations and people of the world. We believe that these 
programs, which are designed to help less fortunate peoples and their 
governments to preserve their newly won freedom and to move forward 
on the road to economic independence, are of crucial importance in 
the struggle to achieve peace and freedom, stability, and justice. 

On the basis of morality and humanitarianism, realism and idealism 
which are essential to the foreign policy of our Government in a 

revolutionary world, the synagogue groups of our country are giving 
strong support to the proposals for an adequate foreign-aid program 
currently set forth by the administration and whic h are now under 
consideration by our Congress. 

As a spokesman for the organized Jewish religious community, it 
is beyond my competence to evaluate that aspect of the foreign-aid 
program relating to military defense assistance and defense support. 
Suffice it to say, the synagogue groups of our country recognize the 
inescapable need for adequate military security and support programs 
for collective security, both within and without the United Nations. 
However, we hold that our increasing reliance on military might as 
our response to the challenges of this era of upheaval and radical 
change is not enough. 
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The rising revolutionary forces now sweeping through most of the 
formerly dependent and underdeveloped areas of the world call for 
strategy on our part conceived in terms of the vast human needs of 
the nearly 1 billion people in Asia and Africa who are urgently seeking 
new meaning and new dignity in their lives. 

In our considered judgment, the mutual aid programs for economic 
development, technical assistance, and international cooperation pro- 
posed by the administration for 1959 are not responsible steps in the 
development of positive social, economic, political, and psychological 
strategies. Constituting but one-tenth of 1 percent of our gross 
national product, the proposed nonmilitary development aid budget 
must impress every mature mind among our citizenry with its reason- 
=— and the urgency for its enactment. into law in its maximum 

orm. 


AFRICA, ASIA, MIDDLE EAST, AND LATIN AMERICA 


In company with the religious spokesmen and organizations repre- 
senting the Catholic and Protestant communities, the Jewish religious 
community is deeply concerned over the proposed drastic reductions 
in the appropriations for economic development of the new and 
emerging nations of Africa, Asia, the Middle East and Latin Amer- 
ica. In the official view of the Synagogue Council of America, the 
need is not to cut the appropriations for economic development and 
technical assistance but to increase and expand them to the fullest 
capabilities of our Nation and the absorptive capacities of the respec- 
tive recipient nations. We wish to underscore to the distinguished 
members of this committee that in endorsing the full mutual security 
program, we especially support the appropriation for the Develop- 
ment Loan Fund and urge a substantial restoration of funds ear- 
marked for this purpose. The Development Loan Fund, started last 
year on a 3-year basis of sustained operation, we are convinced, is an 
indispensable instrument to help economically backward countries 
achieve a balanced economic development based mainly on their own 
needs. To our mind, the restoration of this fund would constitute a 
dramatic demonstration to the leaders and peoples of the uncommitted 
nations, which contain nearly one-third of the world’s population, 
that America continues to exemplify the moral traditions of compas- 
sion and mutual helpfulness which have made our Nation great, and 
thus is deserving of their confidence and friendship. 

Mr. Chairman and ladies and gentlemen, religion, as taught by 
the synagogue and church, enjoins us to help other nations out of 
love of God and man. As our Nation, which is so privileged, shares 
its technology, its economic abundance, its life-preserving resources, 
our actions will demonstrate our concern for the welfare of other 
human beings. 

In administering our material wealth and technical skills as a 
trust given us by the Creator for use in the service of mankind, we 
shall bring hope to millions of people in the underdeveloped parts 
of the world. 

Now—this we can do with a constructive and long-range program of 
economic assistance and international trade which may ameliorate 
the despair and hopelessness which engulf so large a portion of man- 
kind and will assure not alone the dignity of life but life itself. 
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We of the Synagogue Council of America devoutly hope that the 
Congress of the United States will enact this legislation to help in 
the words of the psalm, “rescue the poor and needy; deliver them out 
of the hand of the wicked.” 

This, we believe, is the great moral and historic obligation which 
confronts our country in its role as the leader of the free world. 

Our people support the foreign-aid program which appears to be 
the surest vehicle we now possess in our waging of peace for all men 
everywhere. 

Thank you, ladies and gentlemen. 

Chairman Haypen. Thank you for your statement. 


REFUGEE PROBLEM IN MIDDLE EAST 


Senator Stennis. May I ask one question ? 

Have you visted the Middle East ? 

Dr. Davinson. I have been in that general area. 

Senator Stennis. Since the refugee problem was there? 

Dr. Davipson. I know something about that. 

Senator Stennis. Will you make a suggestion to me about that? 

Dr. Davinson. I will agree there can be no solution of the problem 
generally and no peace in the Middle East until that problem is 
solved. 

Senator STeENNIs. You have no suggestions? 

Dr. Davinson. No, sir; I am not qualified in that. 

Chairman Haypren. Thank you, Dr. Davidson. 

Mr. Nuveen, of Chicago. 


STATEMENT OF JOHN NUVBEN, INVESTMENT BANKER, 
CHICAGO, ILL. 


GENERAL STATEMENT 


Mr. Nuveen. Mr. Chairman, I have a short statement. I will 
read it because I am sure I can make it shorter by doing that than 
trying to highlight it. 

Chairman Haypen. Proceed in your own way, sir. 

Mr. Nuveen. I am John Nuveen of Chicago. My private business 
experience has been that of investment banker. 

During 1948-50 I served as first chief of the Marshall plan in 
Greece, and later as chief of the mission to Belgium and Luxembourg. 

I served for 2 years, 1954-56 as a consultant on foreign investment 
to the Assistant Secretary of Commerce for International Affairs. 

My principal interest and concern is our foreign policy and I have 
devoted the greater part of my time since returning from Europe 
to activities related to this subject. 

I appreciate the opportunity to present my views at this time. 


STRATEGY IN THE COLD WAR 


The appropriations for “Foreign Aid,” as well as defense are a 
reflection of our strategy in the cold war. In discussing this it is well 
to keep in mind the present score in the cold war, which can be done 
graphically with the use of blocks. Let 1 block represent 400 
million people, which is roughly the population of the Western na- 
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tions. On this seale 2 blocks, 800 million people, represent the Com- 
munist nations and 3 blocks, 1,200 million people, the uncommitted 
nations. There are still some people who think we should withdraw 
completely from the underdeveloped nations; but if we do this, it 
is quite obvious that the Communists would in a short time include 
them in their orbit of influence. We would then have the 3 blocks 
representing the uncommitted nations added to the 2 Communist 
blocks, making the score 5 to 1 against the free nations—odds that 
spell defeat. 

It is obvious, therefore, that the focus of the cold war is the 1,200 
million people in the uncommitted nations, which happen to be the 
underdeveloped nations. It is also the common observation that they 
want nothing so much as economic development that will give them 
a higher standard of living, and that to the extent that we in the 
free nations can identify ourselves and our way of life with the 
realization of the ambitions of the underdeveloped nations, they can 
be counted our friends and allies. 

Our cold war strategy has two parts—defense and economic aid. 
There is a truism about these which is forcefully stated in the state- 
ment of idea and purpose of the people-to-people program: 

Every dollar we spend for defense—every atom bomb we can build, every 
Plant, every ship, every gun—is wholly negative. These are purely and simply 
a means of buying time, for they are designed only to prevent physical aggres- 
sion against us—we will not employ them for attacks. We use them to hold 


off potential enemies while peaceful ideas take hold, and people come to friend- 
ship and understanding which will make them unnecessary. 


POSITIVE NATURE OF ECONOMIC AID EXPENDITURES 


By this definition it is only tli®se expenditures which are not for 
defense, i. e., for economic aid unrelated to defense, which might be 
considered positive, and might help peaceful ideas to take hold which, 
in turn, would make our excessive defense expenditures unnecessary. 
In the light of this definition it is unfortunate that “defense” and 
“economic aid” have been confused in the mutual security budgets 
for the past several years. The Senate Special Committee to Study 
the Foreign Air Program in its report of May 13, 1957, made it clear 
in several statements that this confusion had produced an “unsatis- 
factory situation.” On page 11 it says: 

If aid is primarily for support of a country unable to carry the burden of a 
large military establishment to resist Communist aggression, as is the case, for 
example, in Korea, that aid cannot be expected necessarily to assist economic 
development. 

The only two expenditures in the present proposed “foreign aid” 
budget of approximately $4 billion that are purely for economic de- 
velopment are—special assistance, $212 million, and technical coopera- 
tion, $164, a total of $376 million which might be positive. 

Let us again use blocks to picture our total strategy, letting each 
block represent $4 billion. We must pile up 11 blocks—about $44 
billion to represent anticipated defense expenditures in the defense 
and mutual security budgets. These are negative. To represent 
anticipated positive expenditures, we must take a small slice of one 
block, less than one-tenth. From this, it is obvious that our cold war 
strategy is more than 99-percent negative. 
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DEVELOPMENT LOAN FUND 


There is another item in the mutual security budget which is signifi- 
cant. It is not a proposed expenditure. It is the $625 million for a 
Development Loan Fund, to be invested in projects in the undeveloped 
countries that are essential to economic development. Let’s examine 
this with our blocks also. It is just a coincidence, but it happens that 
we can use the same pile of blocks of the same value ($4 billion each) 
to represent the average annual investment in the United States in 
new plants, tools, and so forth ($44 to $45 billion), to maintain our 
standard of living and provide a slight improvement. To represent 
what we are proposing to provide to ‘help raise the standard of living 
of the underdeveloped nations ($625 million) we need a slightly larger 
slice of one block than we used to represent ec onomic aid. However, 
when we consider that the United States represents less than one-half 
of the free world and that there are thus about seven times as many 
people in the underdeveloped nations, the amount we are proposing 
for economic investment to help them is about two-tenths of 1 percent 
on a per capita basis of what we will be spending here. 

I submit that the proposals for economic aid and investment which 
are before you represent a totally inadequate cold war strategy. I 
realize that you are not confronted with the task of formulating an 
adequate strategy but merely passing upon the proposal before you. 
Even though it doesn’t make much sense, there would be even less 
sense to shaving off a few paper-thin slices. The least you can do is 
to indicate to the underdeveloped nations that we are not less inter- 
ested in helping them realize their ambitions than we have been in 
the past. 


SEPARATION OF DEFEN®E AND ECONOMIC AID 


But I think you should do more than this. In some way you should 
provide a clear separation of expenditures and investment for eco- 
nomic development from expenditures for defense, of things positive 
and things negative in our cold war strategy, or at least call emphatic 
attention to the present disproportions. 

To do this is to carry out the recommendations of the Special Com- 
mittee To Study the Foreign Aid Program previously cited. To de 
this will clarify the confusion about our aid ——— and prepare the 
way for building a broad sentiment to support a more realistic strategy 
that can save the free world. 

Chairman Haypen. Thank you for your statement, sir. 

Dr. Mary Bradshaw, department of international relations, Amer- 
can Association of University Women. 


AMERICAN ASSOCIATION OF UNIVERSITY WOMEN 


STATEMENT OF DR. MARY BRADSHAW, DEPARTMENT OF 
INTERNATIONAL RELATIONS 


GENERAL STATEMENT 


Dr. Brapsuaw. Mr. Chairman, and members of the committee, the 
American Association of University Women wishes to express its 
appreciation for the privilege of appearing once again before this 
committee in support of mutual security appropriations. 
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The AAUW, which was founded in 1882, is composed of 1,398 
branches in the 48 States, the District of Columbia, Hawaii, Alaska, 
and Guam, and has a membership of over 145,000. 


SUPPORT FOR ECONOMIC AID 


The association has long supported the concept of expanding pro- 
grams of sound technical assistance and economic development. 

Its membership, meeting in biennial convention last June in Boston, 
unanimously endorsed these objectives once again, believing that this 
work serves : 

First, as an important instrument of constructive American foreign 
policy; and 

Second, as a creative force for building a peaceful and stable world. 


INTERNATIONAL GRANTS PROGRAM 


I may add that support of technical assistance training is so deeply 
a part of the belief of AAUW’s leadership and membership that the 
association has sponsored since World War II an international grants 

rogram under which 443 women from other countries have studied 
in the United States at a cost of over a million dollars to the members 
of the association. 

The AAUW also sponsors a fellowship program under which many 
graduate women from this country have gone abroad to study and 
many of our members have participated actively in the United States 
and international programs of technical assistance. 

It is, therefore, with the conviction born of study and practice that 
the AAUW, in appearing before you this morning, urges full support 
of the United States mutual security program. 

In this program the United States has a powerful instrument of 
foreign policy. Effectively supported and carried out, mutual secu- 
rity serves: 

A. Not merely to combat communism, but to create a world situa- 
tion in which ideals of freedom and democracy can exist. 

B. Promotes the economic growth of the newly developing coun- 
tries of the free world—and we wish them to remain a part of the 
free world—which condition in the long run will serve to preserve 
our own basic economy through stabilization of markets for our own 
production and to secure to us needed sources of raw materials. 

C. Serves as an integral part of our present concept of creative 
international relationships, well illustrated by our role in such organ- 
izations as UNICEF, the World Bank, and the new International 
Atomic Energy Agency, devoted to the peaceful uses of atomic energy. 


TOTAL COST OF WORLD WAR II 


At its present budgetary level, the mutual-security program could 
be carried on for well over 100 years and still not equal the cost of 
World War IT in dollars alone. 

A nation which was willing and capable of spending some $350 
billion in the waging and winning of the Second World War, not 
including the subsequent costs of pensions and veterans’ benefits, and 
a nation which offered up the lives of 292,000 of its young men in the 
achievement of this victory, should not hesitate to carry out this posi- 
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tive program which continues to benefit United States security and 
bring steady improvement in the industry, education, health, and 
standard of living of countries friendly and important to the United 
States. 

As several members of this committee may remember, the AAUW 
has believed in and supported the idea and programs of economic and 
technical assistance ever since the original Marshall plan proposals 
were made. 

We believed that such constructive action in international relations 
would help solve the multiple problems which followed World War II. 

In the opinion of the association, this belief in the need for a pro- 
gram of this nature has been more than justified by the achievements 


of the Marshall plan and of the mutual-security program which has 
followed. 


DEVELOPMENT LOAN PLAN 


Our belief in the need for an adequately funded development loan 
plan is as firm as our earlier faith in the economic and technical 
assistance aspects of the mutual-security program. We are confident 
that our faith in the Development Loan Fund will be similarly 
justified. 

The tragedy we faced this week by our friends in the Middle East 
points up only too clearly the urgent need for the United States and 
the nations of the free world to make full use of every device to 
strengthen our united economic, social, political, and military condi- 
tions. A full mutual-security program offers attested means of con- 
tributing to such goals. 

Therefore, in the interest of our own national and of world secur- 
ity, the American Association of University Women respectfully re- 
quests that Congress appropriate the full sums authorized for the mu- 
tual-security program, and that this committee exert its influence in 
particular for the restoration of the full $625 million authorized by the 
Development Loan Fund. 

Chairman Haypen. Thank you for your statement. 


AWAKENING OF MODERN YOUTH 


Senator Tuyr. Dr. Bradshaw, you have made an excellent state- 
ment. In my conviction and from my observations, the youth of the 
foreign countries, whether it be Asia or elsewhere, their minds are 
aflame to the knowledge that there is another way of life, of greater 
opportunities in many sections of the world that they are denied, be- 
cause the youth of Asia can see the modern plane in the air any time, 
they can see the modern automobile on the highways any time; they 
have access to magazines and books that give them information about 
the conditions and the opportunities of the people in other sections 
of the world, and they are aflame with the desire to have some of that 
opportunity. 

If we fail them in our technical-assistance program, the Russians 
are apt to take it. 

That is my conviction and I think you have expressed about the 
same thought in your excellent statement. 

Dr. Brapsuaw. We in the association believe that this is a long- 
range program. Although it may seem costly at the moment, we 
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cannot fully really estimate what we hope may be the benefits in 
people to people and in the appreciation of some individuals, par- 
ticularly the youth, and I work with some of them, as to what we 
stand for. 

They read our books, they see our movies, but when they talk to us 
they sometimes find we have a different idea. 

Senator Ture. That is true. 

Yesterday there were 106 youths of all the countries of the world 
that were on their return to their native countries. All of them had 
been in various high schools in Minnesota this past year. They were 
just exactly like the youths of our own families only they spoke a 
different language, many of them. 

So if we fail in our mutual security and in our technical assistance 
and some of these international programs, I fear that the Russians 
are going to take advantage of the vacuum we permit and they are 
going to attract that youth and the future generations to the Soviet 
way of life rather than the freedom in which a life that exists and as 
you and I have known it in our day. 

So [commend you for your statement. 

I was happy to be here this morning to hear you. 

Dr. Brapsuaw. Thank you, Senator Thye. 

Chairman Haypen. Mr. Wallace J. Campbell, director of the 
Cooperative League. 








COOPERATIVE LEAGUE OF THE UNITED 





STATES OF AMERICA 


STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR, WASHINGTON 
OFFICE 


GENERAL STATEMENT 


Mr. Campsetit. Thank you, Mr. Chairman. 

I would like to commend the committee first for holding this session 
for public witnesses in public in sharp contrast to the House proced- 
ure where public witnesses are only allowed to come in for private 
sessions with no other public witnesses present. 

I feel this is a fine demonstration of democratic procedure. 

I wish tocommend you on that. 

The headlines from the Middle East are making the case so elo- 
quently for an adequate program of economic foreign aid that it is 
not necessary to argue the case at any great length. 

Our keenest regret is that the United States did not initiate a crash 
program for economic development and technical assistance in the 
Middle East several years ago which might have released the pressure 
of Arab nationalism into constructive channels and avoid the deadly 
complications of Soviet manipulation. 

The New York Times put the case with beautiful simplicity in its 
editorial section, Wednesday, July 16. 

(The prepared statement of Mr. Campbell appears on p. 560.) 


PROJECT IN BOLIVIA 


Chairman Haypen. Wethank you for your statement, sir. 
Mr. Camppety. Thank you, Mr. Chairman. 
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Senator Dirksen. Mr. Chairman, before we go to the next witness, 
let me confess I always get a little disturbed about an observation 
made by Mr. Braden ‘about that project in Bolivia, evidently gold 
mining. It left a clear inference that our funds were committed ‘into 
definitely Communist hands and Communist direction. 

Now, I do believe that ICA ought to have an opportunity to insert 
something in the record not only with respect to that project, but with 
respect to any others on which they have made some notes. 

I would like to have Mr. Murphy have 1 minute now to just in- 
dicate so that I can disabuse myself of any mental disturbance on that 
point, 

Mr. Moreuy. Mr. Chairman, we will gratefully take advantage of 
the opportunity to prepare a complete statement on both that Bolivian 
item and other items that Mr. Braden referred to. 

I will say at this point that his reference, as you noted, was to in- 
vestigate the guaranty fund. 

He spoke of the expenditure of the taxpayers’ money in connection 
therewith. This investment guaranty fund up to date since 1948 has 
not called for the expenditure of any of the taxpayers’ money. 

Actually, that fund has earned money for the taxpayers. It guaran- 
tees the convertibility of local currency earnings of private businesses, 
United States businesses engaged in other countries. 

It does not call for any expenditure at this time. 


PREPARED STATEMENT 


Chairman Haypen. We will be glad to have inserted in the record 
at this point such representations as you feel necessary. 


Mr. Morreny. Thank you. 
(The information referred to follows :) 


COMMENTS ON STATEMENT OF SPRUILLE BrapEN 


Mr. Braden’s statement contains a number of statements of or assumptions as 
to alleged fact concerning the mutual security program. The following com- 
ments are restricted primarily to an analysis of the factual representations. 

Perhaps the most frequent and basic condemnation of the mutual security 
program in this statement is that ICA and its programs are wasteful, inefficient, 
extravagant, and dishonest. However, no specific cases are cited in this state- 
ment. ICA and its operations are under constant, careful scrutiny by many 
agencies and individuals both public and private. Congress and the General 
Accounting Office conduct regular, careful examinations of the program. A com- 
pendium of specific criticisms arising from a variety of sources was carefully 
examined this year and the record of this examination (ICA Answers to Criti- 
cisms of the Foreign Aid Program, House Foreign Affairs Committee print, 
Mar. 14, 1958) would indicate that the program has been conducted remarkably 
well, that only a very small proportion of those criticsms were entirely valid, and 
that in these rare instances, corrective action has been completed or is underway. 
There is no doubt, however, that the program by its very nature is faced with 
severe difficulties in working effectively with a wide variety of governments 
and peoples with differing objectives and standards. Continued objective 
examination of the operations of the program performs a valuable service. 

More specifically, Mr. Braden has raised the following items on which com- 
ment seems indicated. 

Item : ICA is a horrible example of dishonesty. 

Presumably this would relate to the integrity of ICA personnel. Throughout 
the history of the agency, there have been only a very few cases in which 
employees have been found guilty of malfeasance (see answer to question No. 1, 
House Foreign Affairs Committee print, Mar. 14, 1958). The small number of 
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cases which have been discovered is strong evidence of the effectiveness of the 
agency’s effort to insure that its personnel maintain a high degree of responsi- 
bility and integrity. 

In testifying before the House Foreign Affairs Subcommittee on the Far East 
regarding charges made about the program in Laos (hearings, May 7 and 8, 1958, 
p. 10) program a General Accounting Office witness stated : 

“From all the evidence we have had, we can say, Mr. Chairman, we have no 
evidence at all that there was any fraud, malpractice, or wrongdoing on the part 
of the United States officials.” 

There are of course many problems in working with officials in underdeveloped 
countries with widely differing concepts and standards. To meet these problems 
rather than avoid them, to help our friends to improve and develop is a major 
element of the mutual security program. 

Item: Accounting and control of foreign aid funds are deficient. 

The problem of controlling and auditing foreign aid funds has been intensively 
examined not only by the executive branch but by several congressional commit- 
tees and the General Accounting Office. ICA maintains careful controls, audits, 
and end-use checks throughout its program. This cannot be expected to be fully 
and immediately effective, however, where it extends into the operations of the 
governments of many underdeveloped countries. In fact one of the major objec- 
tives of the technical assistance program is to assist these governments to 
improve their public administration. 

Item: The foreign-aid program is conducted by an inflated bureaucracy. 

Personnel figures for the mutual security program are given in detail during 
the course of the presentation of the program to Congress. A table summarizing 
personnel figures for 1953, 1957, and 1958 is included in question No. 2 of the 
House Foreign Affairs Committee print of March 14, 1958. It should be particu- 
larly noted that 86 percent of ICA’s total personnel is in the technical coopera- 
tion program and an additional substantial percentage is directly involved in 
conducting assistance projects under other categories of aid. Thus, ICA per- 
sonnel to an overwhelming percent is not administrative but rather a major 
component of our assistance to other countries, composed of technicians either 
directly hired by ICA, employed by other Government agencies such as the CAA 
or employed by contractors performing program activities required in assisting 
friendly countries. Another important fact ignored in the broad charge of 
“inflated bureaucracy” is that the 86 percent of ICA personnel referred to above 
is attributable to $132 million of the total of about $1.3 billion programed for 
economic assistance for fiscal year 1958. This $132 million is the technical 
assistance program which is acknowledged as one of the most successful pro- 
grams and the one that most effectively provides people-to-people contact so 
important to the objectives of mutual security. 

Item: ICA has not rebutted Mr. Braden’s earlier statement of January 
30, 1958, and ignores documented criticisms. 

ICA submitted to the House Foreign Affairs Committee a detailed analysis of 
Mr. Braden’s address of March 16. 1958, as published in the Wall Street Journal 
of March 17, 1958. Furthermore ICA has taken particular care to solicit and 
respond promptly to criticisms. This has been commended frequently by mem- 
bers and committees of Congress. 

Item: ICA has classified many of its operations and documents which 
makes adequate congressional investigation impossible. 

ICA’s records are fully available to the General Accounting Office. The Gen- 
eral Accounting Office maintains in ICA a staff of accountants and auditors who 
have access to the agency files without formality. Classification of documents 
has been conscientiously kept to a minimum and any information in documents 
which must remain classified has been made available to the committees of 
Congress and by these committees to the Members of Congress. (See statement 
of Dr. Morgan, Congressional Record, p. 7539, where he called attention to the 
Members of the House that they were welcome to examine all the information 
and data prepared and presented by the executive branch as part of the presen- 
tation regardless of classification. This invitation was extended at the begin- 
ning of the hearings. During the debate moreover the basic presentation docu- 
ments consisting of six large volumes of facts and figures were available for 
inspection at the tables of the managers of the bill.) 

Item: The billions already in the foreign aid “pipeline” do not require 
further appropriations until all questions about ICA operations are an- 
swered: $12,129,307,500 would be in the “pipeline” if the requested funds for 
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fiscal year 1959 were appropriated. This vast amount is evidence that 
Congress has abdicated its responsibilities. 

The House Foreign Affairs Committee report on the Mutual Security Act of 
1958 (p. 12-14) summarized the committee’s careful analysis of the unexpended 
balances in the foreign aid program. The report states that “the fiscal side of 
the mutual security program compares favorably with that of other Government 
agencies. In most cases it is considerably better.” The $12 billion figure is 
erroneous. The estimated unexpended balance at the end of fiscal year 1958 for 
the entire mutual security program is $5.1 billion which is a sharp reduction 
from previous years: 

[In billions of dollars] 


I ii it scsi es hnivnsincs sd ha neaapa nea eg aoc emg algae $10. 0 
NOI ices oa ci ecin csi n nes cb nts ewes wisest a an soca aed sajeniielcesaip mpeg eae 9.5 
TOD vanitsi in sc seinive mininhistermnintin etigenteiainninage ann 7.9 
AI sss sings csi rls ines cml ta hla tinier ne 6.3 
LGN Sa ninco nin ncninaninéidbdinentmmcpanin naa 6.1 
TO a ics ie wis dc hc cs Se a celal en nga 5.1 


The program cannot for long spend more than is appropriated to it or it would 
be bankrupt. 

Item: ‘The administration’s intensive propaganda campaign and pressures 
have prevented the full truth about mutual security being known by the 
Aimerican electorate.” 

Facts about the mutual security program—both favorable and unfavorable— 
and arguments pro and con have been made available to the American people 
through reports from Congress, information supplied by the executive branch, 
reports in the daily press, radio, television, and in many public meetings. Every 
request for information from the Congress or from the American public has been 
responded to. 

Item: Congressman Byrd’s and Senator Jenner’s criticisms of ICA opera- 
tions and all other opposition and criticism is “snowed under” by the admin- 
istration. 

Criticisms of the foreign-aid program have received extraordinarily broad 
circulation. For example, an article signed by Congressman George Meader was 
published in the Reader’s Digest, a magazine with the largest circulation in the 
world, estimated at about 17 million copies per month. ICA has repeatedly wel- 
comed constructive criticism. Much of the most widely circulated criticism, how- 
ever, has been based on misinformation. ICA considers it essential to keep the 
record straight. 

Item: Congress has very little basic knowledge to go on in voting appro- 
priations. The Hoover Commission recommendation has been forgotten. 
Except for the General Accounting Office spot checks, no one has carried 
out an impartial and comprehensive field survey to trace past appropriations 
to final use, 

The Hoover Commission recommended that there be a full analysis of com- 
mitments against unexpended balances with a view to possible substantial reduc- 
tions in future appropriations. Congress concentrates particularly on just this 
element of the mutual-security operations in determining future appropriations 
requirements. There is full continuous disclosure of the status of funds. Gen- 
eral Accounting Office studies are extensive. Special congressional studies are 
frequently conducted by both the House and the Senate. Several elements of the 
executive branch, too, keep careful watch on this. It would not be an exaggera- 
tion to state that the mutual security program is subject to more study, investiga- 
tion, and scrutiny than any other Government program. Annually four com- 
mittees review the program. In addition at least one subcommittee of the House 
Government Operations Committee investigates special phases of mutual security 
program activities. 

Item: Though the foreign-aid program is damaging to the United States 
economy and a serious drain on United States resources, the administration 
this year justifies it as a cure for the recession. 

The administration has done no such thing. The National Planning Associa- 
tion has estimated that 715,000 jobs in the United States are derived from the 
foreign-aid program and concludes that reduction in the foreign-aid program 
would add to unemployment. 

Item: “On January 5, 1958, the Iranian Ambassador criticized our aid as 
far from adequate and said that the Middle East and Asia, unless we did 
better, would have to throw in their lot with the Communist world.” 
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This remark of Mr. Braden’s is a gross distortion and misrepresentation of the 
position of Ambassador Amini. The Ambassador’s remarks are available from 
the Iranian Embassy. The Ambassador was full of praise for the United States 
aid program. He was bitterly critical of Soviet actions and policies and at no 
time did he suggest that Iran would go over to the Communists. 

What he did say in his speech was: 

“International communism is now fully exploiting the poverty-stricken condi- 
tions of the people of the underdeveloped world. Unless the free world offers 
an effective and decisive remedy to raise the standard of living of these people, 
accommodating the minimum requirements of their living conditions, these under- 
privileged people will have no alternative but to throw in their lot with the Com- 
munist world. It would be much wiser to treat the patient before the disease 
has reached a fatal stage.” 

Item: ICA has supported a Communist regime in Bolivia and has fos- 
tered expropriation of private mining interests by providing an investment 
guaranty to an American firm enabling that firm to take over the interests 
as a “receiver of stolen goods.” 

There have been certain strong Communist-oriented elements in the Bolivian 
Government. This constituted a serious threat to United States interests. As 
a part of our policy of countering this trend, the United States concentrated par- 
ticularly in shoring up the anti-Communists in the Government party. This was 
accomplished particularly by providing substantial assistance mostly in the 
form of surplus agricultural products until the economy of the country could be 
stabilized. The results have been encouraging. The Bolivian Government is now 
popularly supported and the Communist threat has been effectively met. 

The investment guaranty referred to is not a form of direct financial assist- 
ance to the country. It is insurance against expropriation or convertibility of 
a new investment and does not involve using mutual security funds unless a 
valid claim develops. There was no reason to deny to the South American Gold 
& Platinum Co., a United States corporation which had met the requirements 
fully, an investment guaranty available to private American investors without 
discrimination. 

AMERICANS FOR DEMOCRATIC ACTION 


STATEMENT OF ROBERT R. NATHAN, NATIONAL CHAIRMAN 


PREPARED STATEMENT 


Chairman Haypen. Mr. Nathan. 

Mr. Narnan. Thank you, Mr. Chairman. 

Mr. Chairman, I would request that my statement be included in 
the record. 

Chairman Haypen. That may be done. 

(The statement referred to follows :) 


Mr. Chairman and members of the committee, my name is Robert R. Nathan. 
I am appearing today on behalf of Americans for Democratic Action, as its 
national chairman. Our organization appreciates the opportunity to testify 
before this committee in support of adequate appropriations for the Mutual 
Security Acts of 1957 and 1958. 

In compliance with the Foreign Agents Registration Act, I wish to state that 
I am personally registered under the act because of the services being per- 
formed for Burma, Israel, and the Embassy of Vietnam by the economic consult- 
ing firm of which I am president—namely, Robert R. Nathan Associates, Ine. 

Mr. Chairman, we are meeting at a grave juncture in the affairs of our Nation 
and of the free world. United States marines have landed in the Middle East, 
an action which the President himself has warned us may have serious conse- 
quences. I mention this because, to my mind, it makes obsolete and increas- 
ingly unrealistic many of the arguments which have been advanced against an 
overseas aid program. 

As I read the debate in the House, I could not help sensing a certain nostalgia 
and self-hypnosis among the opponents of the aid program. They constantly 
hark back to a past age, when the United States could sit by itself, cultivate its 
own lush gardens, and let the rest of the world stew in its own juice. Any impacts 
of Korea or the world wars appear to have faded completely. 
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For better or for worse, the President has chosen not to let the Middle Bast 
stew in its own juice, and he has been supported by many spokesmen of both 
parties, including the two living ex-Presidents. The die is cast, and we must 
live in this turbulent world, not outside it. 

If the United States has made its presence felt with armed power—and it 
has—it becomes all the more important that we show at least equal—and prefer- 
ably far more—zeal to play our full role in the peaceful progress of this steadily 
narrowing world. We must bear with us the plowshare as well as the sword; 
if some of our citizens must arrive on foreign shores in uniform, more must arrive 
in shirtsleeves, prepared to work with the peoples of the underdeveloped countries 
for a better future. 

We strongly believe that the authorization measures enacted by this Congress 
and its predecessor fall far short of these needs and these opportunities. We 
should from the very beginning have set ourselves a simple and bold standard— 
that, along with such help as the other industrialized countries may reasonably 
be expected to give, we should stand ready to make available to the peoples of 
the underdeveloped countries all the technical assistance and capital goods that 
can be used efficiently to do the job of moving forward into the 20th century. 

Instead, we have chosen to limit ourselves to a narrow and shortsighted 
evaluation of our own abilities. I was interested to note that, several times 
in the course of the House debate, the opponents of overseas aid invoked the 
founder of the Soviet Union in their support. They quoted Lenin as having 
said: “Just give the United States time and she will spend herself into destruc- 
tion.” 

If Lenin ever said any such thing—and no evidence was presented that he 
did—it would have been quite in character. It would have shown the adamant 
refusal of the Marxist dogmatist to admit that the capitalist system can be 
both dynamic and expansive. What is hard to understand is how professed 
believers in free enterprise find themselves in the same bed with Lenin, taking 
an equally pessimistic view of American capabilities. 

The record shows that, during the past decade, the American Government 
has appropriated the following sums for nonmilitary aid, including defense 
support ; 


Appropriation Appropriation 

Fiscal year: (billions ) Fiscal year—continued (billions) 
1949 * we a ee I eta cinch, Miche citiadtdncstinnde DO $1.5 
1950__ scat «rename iacamion 3.9 Peicteedaics ii clas id iach eed 
1951 Jitiene seat ee- ste Nase Bans ck sia eb cathe aneians te an 
choad salsa gl acta eee 2.0 | Se theca a i cated ariel hee as WE 
Rsk circa ecesinasini acerca a a te 1.9 | a Sancti aie ee 1.4 


1 The appropriations for fiscal 1949 actually cover the first 15 months of the Marshall 
plan, beginning April 1, 1948. 

The record illustrates at least two important points. First, very substantial 
expenditures on overseas aid have not destroyed America: on the contrary, 
during most of these years we have enjoyed unprecedented prosperity. Second, 
the effort we are now making is less, very much less, than in the years of the 
Marshal! plan. The trend would be even more markedly downward if defense 
support were excluded and figures for development aid alone could be shown 
separately. 

Indeed, at no time in these 10 years has our total effort fallen so short of our 
capabilities. According to the latest figures, our great steel industry is operating 
at a mere 54 percent of capacity. This is scandalous in a world which is erying 
out for trucks, tractors, railroad equipment, pipes, and the thousand and one 
other essentials to economic development which are fabricated from steel. 

In some recent months the Sino-Soviet production of steel has—for the first 
time in history—actually outstripped ours. If nature abhors a vacuum, the 
Kremlin finds it irresistibly attractive—and will move in to fill the great needs 
for steel in world development. The brutal reality to which our sleeping giant 
of a country must awake is that Russia has stolen a leaf out of our own foreign- 
aid book—rather, the whole book—and is offering vastly increased economic 
and technical aid to an increasingly larger area. This aggressive ruble diplomacy 
we should meet in something like the spirit of the Marshall plan. 

And the steel industry is only symptomatic of idle capacity throughout our 
capital-goods industries. 

Mr. Chairman, IT recognize that we are at this juncture limited to the amounts 
for overseas aid authorized in the Mutual Security Act of 1958, plus the Develop- 
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ment Loan Fund provisions of the 1957 act. As I have said, we do not believe 
that these authorizations are adequate to the needs and opportunities which 
challenge us, but under-no circumstances should we fall below them. 

The Congress last year authorized, for the first year’s operation of the Develop- 
ment Loan Fund, $500 million, and for the second year, $625 million. 

Mr. Chairman, we have repeatedly said that the Development Loan Fund, 
designed, as it is, to develop basic economies to the point where they can attract 
private investment, has been deplorably slow in getting off the ground. Now 
that it is finally in orbit, however, this is no time to shoot it down. 

Rather, we should give it fresh impetus. The Congress might well appro- 
priate for this fund not only the $625 million authorized for this year, but the 
$200 million backlog authorized for last year but not appropriated, making $825 
million in new capital available this year. 

I do not for a moment suggest, of course, that the full $825 million be com- 
mitted in loans this coming year unless there are sound projects for which 
the money may usefully be advanced. I certainly do not envisage that the full 
amount will be committed overnight. 

Indeed, out of hard and sometimes painful practical experience, both in war 
production and in economic development, I am compelled to join issue with those 
who find in the existence of unexpended appropriations from previous years an 
excuse for cutting down future appropriations. 

It would be strange behavior on the part of the Congress to reproach the 
Defense Department for having well-stocked outposts and well-filled armories. 
Indeed, Congress would be understandably bitter if our military agencies looked 
so short a distance ahead that the field forces were constantly living from hand 
to mouth and never had any inventories and assured flows of materiel. 

It would be even stranger for the Congress to use the mere existence of such 
reserves—or “pipelines,” as we call them in overseas aid—as an excuse to slash 
next year’s defense budget. 

If planning ahead is vital to defense, it is at least as essential in the complex 
process of economic development. Let me take an illustration from our own 
work in Burma. The use of modern extractive machinery in Burmese logging 
will greatly increase the output of that nation’s forests and thus enable her, 
by exporting more timber, to earn much needed foreign exchange. 

One cannot, however, move modern heavy machinery into up-country forests 
speedily and expect it to get into operation overnight. Workers have to be 
trained in skills and techniques that they have never had occasion to acquire 
or use. The problems of transporting the equipment and then of the expanded 
output of timber from up-country to the ports and thence to the world’s markets 
have to be solved. Monsoon seasons must be taken into account. Provisions 
must be arranged for maintenance. It all takes time—and patience as well as 
persistence. 

Each development project has to be evaluated, according to the rather stringent 
criteria of the fund. Indeed, if the fund is put upon a starvation diet, this 
process must inevitably be further prolonged, because its Loan Board must then 
make more and more selective and painful choices as to which of a number 
of sound and constructive projects the fund can afford to finance. 

Even after the process of selection is completed, there are contract negotia- 
tions, engineering design, construction, the provision of equipment, the training 
of local workers. These processes may take 2 or 3 years or more, according 
to the character of the project. 

Economic development is a continuous process, in many respects like the 
growth of a tree. We could not expect a tree to flourish if it were constantly 
being plucked out by the roots for review and examination. It was precisely 
to avoid wasteful economic development of the fits-and-starts variety that the 
fund was established. 

Let me here mention another respect in which a previous Congress ignored 
the need for continuity and for forward planning—by imposing arbitrary and 
steadily falling percentage limits on the United States contribution to the U. N. 
technical assistance program. We are pleased to note that, so far this year, 
sober second thought on the part of the Congress has prevailed, and hope that 
it will in this committee. 

Mr. Chairman, in conclusion let me return to my starting point, and sound 
a warning against meatax cuts in this program. 

You will hear arguments that, facing possible increased military expenditures, 
our Government must economize on foreign aid. Yet our military budget is so 
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great in proportion to our expenditures on development funds that the reduction 
of the latter can hardly have any real effect. 

The headlines throughout the world are recording American use of military 
power. Simultaneously, they are reporting Russia’s mounting economic offen- 
sive. Do we want at this time to put in the headlines a drastic slash in economic 
and technical aid? Would it not be greatly preferable for the world to read: 
“Senate Committee Approves Full Foreign Aid Program”? 

By your action on this appropriation you can help put America’s true face 
before the world—an America which is not only powerful but peace-loving, an 
America which is capable not only of defending its own interests but of moving 


forward in cooperation with the rest of mankind into a better and more secure 
future. 


GENERAL STATEMENT 


Mr. Naruan. My name is Robert R. Nathan. I appear here today 
on behalf of the Americans for Democratic Action as its naticnal 
chairman. 

In compliance with the Foreign Agents Registration Act, I wish to 
state that I am personally registered under that. act because of the 
services being performed for Burma, Israel, and the Embassy of Viet- 
nam by the economic consulting firm of which I am president, which 
operates under the title of Robert R. Nathan Associates, Ine. 

Mr. Chairman, it seems to me that the recent events outline the 
meaningfulness of our international relationships. I will just say 
that, in view of what has happened, it is very clear that the die is cast 
and we must live in this turbulent world and not outside of it, as I 
gather is implied by Mr. Braden’s statement. 

I think we have demonstrated in the world in recent days our 
armed power and it seems to me that it is equally, if not more, impor- 
tant that we demonstrate our role in peaceful progress as well as in 
terms of military and defensive operations. 

It strikes me that for the United States, in this crucial time, to 
reduce and curtail its assistance program would be disastrous in terms 
of its impact on our leadership status, and in the symbolism of our 
fight against communism and totalitarianism. 


INADEQUACY OF AID PROGRAM 


It has been my conviction for some time that the size of our aid 
program has been inadequate. I don’t feel competent to talk about 
military aid, but certainly from the economic point of view our aid 
has been wholly inadequate and has been declining over a number of 
years. 

I believe what we should do is to start out with the decision that 
we ought to make available technical assistance and capital flow in 
amounts limited only by the ability of the underdeveloped countries 
to use this assistance efficiently and by no other criterion, because there 
is no question in my mind that we have the economic ability to meet 
these needs in full measure. 

I have heard economic nonsense expressed before, but frankly, Mr. 
Chairman, although I hesitate to put it in these terms, I must charac- 
terize Mr. Braden’s assertions as utter economic nonsense in terms of 
our economic capacity and in terms of the impact on our economy of 
inadequate aid. 

I would join Senator Javits and Mr. Campbell in urging this com- 
mittee to appropriate the full $825 million instead of the $625 million 
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requested by the administration, because there is the opportunity for 
$200 million additional in view of the unappropriated authorization 
from last year. 


FUNDS IN PIPELINE 


One other point I would like to make is about this huge pipeline 
of money that is piled up and the implication that Mr. Braden tried to 
leave that this is just wasted money, sitting there, not utilized. 

[ will say on the basis of my experience in war production work and 
in overseas economic development that it would be utter nonsense to 
try to drain out dry a flow of goods, a flow of components, a flow of 
equipment, and expect any kind of program to operate. 

There must be stocks on the shelves; there must be an assured flow 
of goods. This pipeline does not represent wasted funds or funds 
which are lying idle. 

It takes a long while between the time when funds are committed 
and when they are actually expended. 

There is planning; there is engineering; there is implementation— 
and this pipeline is an absolute essential prerequisite for a sustained 
operation. 

Mr. Chairman, I have returned recently from my 11th trip around 
the world in the last 6 years, concerned principally with this prob- 
lem of economic development. 


ICA PERSONNEL 


I say this as a Democrat who is not happy about some of the po- 
litical aspects of appointments in ICA, but I do think that the over- 
whelming majority of personnel in ICA are decent, honest, dedi- 
cated, devoted citizens and that this implication of corruption and 

vaste and disregard for the objectives of a democratic society which 
was made here this morning is, I think, an insult to these individuals 
and should not go unanswered. 

I think they are a great crew. 

By and large they work hard; they expose themselves to all kinds 
of phy sical hazards, and their rewards are not always commensurate 
with those hazards. I think we have, by and large, an outstanding 
group of dedicated and loyal Americans who are working in this 
foreign aid program. 


ECONOMIC PICTURE IN THE UNITED STATES 


I will make one final point, and that is with respect to the general 
economic picture here in the United States. 

I believe that, if ever there was a time when we have the capacity 
to meet the requirements for adequate foreign aid it is today, when 
almost half of our steel capacity is idle, when almost half of our auto- 
mobile industry’s capacity is idle, when we have millions unemployed. 

It seems to me that the status and symbolism of our free society 
throughout the world is very seriously impaired when the peoples who 
desperately need tractors and trucks, pipes and turbines, and other 
equipment, see idleness here in the United States, and they cannot get 
the goods they need. 
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Further, they suffer from our recession because their raw material 
exports and the prices of these exports are cut down, and they are 
having to cut back their rather meager development programs. 

I would commend Congress for this time restoring the 40 percent 
provision for our contribution to the United States technical assistance 
program rather than providing for a declining percentage. 

Mr. Chairman, I believe that, in face of the international crisis today, 
it is no time for us to wrap up our goods and go home and live in 
an isolationist world—which we can’t anyhow. 

I do believe that our aid program ought to be larger, ought to be 
ae amatically implemented. 

I do hope that! this committee and the Senate will manifest this by 
full appropriations to the entire authorized level. 

Chairman Haypen. Thank you, sir. 

Mr. Snyder, of the Friends Committee on National Legislation. 


FRIENDS COMMITTEE ON NATIONAL LEGISLATION 


STATEMENT OF EDWARD F. SNYDER, Representative 


GENERAL STATEMENT 


Mr. Snyper. Senator Hayden, my name is Edward F, Snyder 

] - with the Friends Committee on National Legislation. 
I appreciate the opportunity to appear before you. 

I am legislative secretary for the Friends Committee on National 
Legislation, 104 C Street NE., Washington, D. C. 

This committee of the Religious Soc iety of Friends seeks to repre- 
sent many of the concerns of Friends, but does not claim to speak 
for the whole Society, whose democratic organization does not lend 
itself to official spokesmen. 

Our committee has presented testimony on the mutual security 
program to congressional committees for a number of years and you 
are undoubtedly familiar with our viewpoint. 


SUPPORT FOR NONMILITARY AID 


We strongly support nonmilitary economic aid, the Development 
Loan Fund, technical assistance through the United States, the United 
Nations, and the Organization of American States programs; refugee 
assistance in Europe, Palestine, Korea, Hong Kong, and elsewhere; 
the U. N. Children’s Fund; malaria eradication, Atoms for Peace, 
and payment of ocean freight on relief shipments by voluntary 
agencies, 

We urge your support for these programs because they help to give 
men, women, and children in need more food, better health, some 
education, and the hope of a life free from grinding poverty. 

Our Nation cannot continue to exist as one of the few islands of 
prosperity in a sea of desperate need. This is morally indefensible. 
It is politically impossible. Our Nation has the resources to give 
really substantial help in meeting existing needs both at home and 
abroad. We ought to expand our foreign economic and technical 
assistance programs greatly. They should be undertaken as an op- 
portunity for service in a spirit of cooperative effort, and not as 
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a matter of grudging necessity or as a part of a coldly military or 
political campaign. Increasingly ‘heen fende should be channeled 
into multilateral programs, especially U. N. programs. World eco- 
nomic development should be recognized as a desirable goal in itself, 
not as one more arena in which to wage the cold war. 


DEVELOPMENT LOAN FUND 


We urge your support of an appropriation of $825 million for 
the Development Loan Fund—$625 million as authorized for this 
year, $200 million authorized but unappropriated last year. The 
original requested authorization for the Development Loan Fund 
was a $2 billion capitalization over a 3-year period. The Congress 
authorized $1,125,000 over 2 years. To date, including House action, 
only $600 million has been appropriated over the 2-year period. Thus 
the heart of the economic foreign-aid program has been continually 
compromised. Even the originally requested sums were inadequate 
to meet the desperate need in the economically underdeveloped na- 
tions. 

One of the principal arguments against larger appropriations has 
been that the cuielia funds have not been fully committed during 
the first year of the Fund’s operation. During this session of Con- 
gress, the lending authority of the Export-Import Bank was in- 
creased by $2 billion. We are not aware that the Export-Import 
Bank is expected to commit its available funds immediately, nor 
would this seem to be a desirable or prudent course of action. 


UNITED NATIONS TECHNICAL ASSISTANCE PROGRAM 


We hope the Senate will appropriate $20 million for this program 
as the House has done and as the administration requested. Hope- 
fully this sum will be increased next year and following years as the 
Special Projects Fund gains momentum. The work of this Fund can 
be of especial importance in charting the areas where economic devel- 
opment is most needed and in establishing relative priorities in par- 
ticular regions and among regions. Once this program is in opera- 
tion it can give valuable recommendations on the most feasible areas 
for development, which can be used to advantage by the Interna- 
tional Cooperation Administration and other agencies. 


U. N. SPECIAL PROJECTS FUND 


We especially urge this committee to support previous congres- 
sional action in setting the United States contributions to the UNTAP 
at 40 percent rather than reducing it further. The United States 
took the lead in initiating the Special Projects Fund. If at the same 
time the United States decreases its percentage support it is in the 
untenable position of advocating that it double its contribution while 
other nations quadruple theirs. Furthermore, the 40 percent figure 
is fair since the United States percentage of the world’s income is 
estimated at about 40 percent. 

We hope also that a way can be found to recognize the contribution 
in local costs which other governments make to this program. When 
these are included the United States percentage is only about 15 per- 
cent of the total program. 
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ECONOMIC DEVELOPMENT IN THE MIDDLE EAST 


Recent events have dramatically reemphasized the need for a 
more constructive United States policy in the Middle East. 

A comprehensive economic development program could help solve 
the area’s major problems—refugees, lack of water, Arab-Israeli con- 
flict, and Arab nationalism—by channeling national energies along 
constructive, cooperative lines. 

During the past years many worthwhile proposals have been made. 
Representatives of the Friends Committee on National Legislation 
urged a regional economic Pia me me program as an alternative to 
the Eisenhower doctrine when that proposal was under considera- 
tion some 18 months ago. The statement made then emphasized the 
need for— 

(a) along range program, 

(b) rigidly divorced from military program, 

(c) undertaken along regional lines so that the economic unity 
of the Middle East is stressed rather than artificial national 
boundaries, 

(d) preceded by an overall survey of existing and needed pro- 
grams, preferably within the framework of the U. N., and 

(e) accompanied by a mutually agreed upon decision as to 
relative priorities of necessary projects. 

We hope this committee and the Senate may find some way to 
encourage the administration to undertake a large scale coordinated 
economic development program in the Middle East soon. Interven- 
ing events have made its implementation more difficult, but also more 


—— 
_ Chairman Hayven. We thank you, Mr. Snyder. 


Mr. Bookbinder, of the American Federation of Labor and Con- 
gress of Industrial Organizations. 


AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS 


STATEMENT OF HYMAN B. BOOKBINDER, LEGISLATIVE 
REPRESENTATIVE 


PREPARED STATEMENT 


Mr. Booxernpver. Mr. Chairman, I am Hyman B. Bookbinder. I 
assume my statement may be included in the record in its entirety. 

Chairman Haypen. Yes, sir. 

Mr. Booxpsrnper. Thank you. 

(The statement referred to follows :) 


I appreciate the opportunity to appear before your committee today to express 
the recommendations of the American Federation of Labor and Congress of 
Industrial Organizations for the highest possible appropriations to carry out 
the mutual-security program. 

The AFL-CIO is disturbed over the actions taken by the House of Repre- 
sentatives in making substantial cuts in several important categories of the 
program. Although the Congress, after much study and debate, agreed to cer- 
tain levels of authorizations, the House chose to make serious changes in the 
actual appropriations. We are persuaded that if these cuts are sustained the 
very nature of the program will be vitally affected. Nothing has happened 
between the time of the authorizations and the present to warrant such a change 
in the program. As a matter of fact, the violent events of the last few days 
in the Middle East give added emphasis to the need for the program. 
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As one of the earliest and stanchest supporters of the Marshall plan, point 4, 
and succeeding programs of mutual aid, the labor movement vigorously sup- 
ports extension of the mutual-security program on a continuing and effective 
basis. The deep concern of organized labor with the need for a strong foreign- 
aid program was recently expressed in a statement on foreign economic policy 
unanimously adopted by the AFL-CIO executive council. Let me quote briefly 
from the executive council’s statement : 

“The assistance our country gives to fostering sound economic growth in under- 
developed countries can help to strengthen the freedom and democracy and 
weaken forces of Soviet totalitarianism. Unfortunately, we have been lagging 
in our foreign-aid efforts, while the Soviet rulers, utilizing foreign aid as an 
effective political weapon, have greatly expanded their financial commitments to 
underdeveloped areas.” 

In a further statement adopted with respect to a program to meet the overall 
international situation, the executive council urged “expanded and coordinated 
economic and technical assistance to the industrially underdeveloped countries 
in their efforts to raise their productive capacities and living standards and 
to strengthen their democratic institutions.” This evidences the recognition 
of organized labor that foreign aid must be an essential part of our overall 
foreign policy. 


FOREIGN AID AND THE DOMESTIC ECONOMY 


I should like to discuss briefly the relationship of foreign aid to our domestic 
economic problems. We are convinced that this is an issue which cannot be 
ignored. We think it must be faced frankly. We are certain, however, that 
a fair appraisal of the relationship between our domestic economy and foreign 
aid will reveal the need not for abandonment or contraction of the foreign aid 
program but for its expansion. 

We have in America today approximately 5 million persons totally unem- 
ployed. Unless effective action is taken now to expand economic activity and 
put the jobless back to work, the already serious situation the Nation faces 
may become even more critical. These are facts which simply cannot be 
ducked. But the solution to these problems must be worked out in our domestic 
economic policies and programs. 

As the opportunity arises in hearings before appropriate congressional com- 
mittees, we have been presenting these recommendations to the Congress and 
urging their adoption. We are convinced that the right kind of action taken 
promptly—on taxes, public works, housing, unemployment compensation, mini- 
mum wage and other vital issues now before the Congress—will help to quickly 
expand economic activity and greatly reduce unemployment. 

We need domestic solutions to domestic problems. It is worthwhile pointing 
out, however, that our foreign aid activities make a significant contribution to 
our economic activities here at home. The primary purpose of foreign economic 
aid is to assist in the economic development of the underdeveloped nations. It 
is not and should not be ainied primarily toward promoting domestic business. 
But we cannot ignore the fact that it does have that beneficial collateral eco- 
nomic effect. 

Foreign aid helps the American economy because nearly 8O cents of every 
dollar of mutual security funds has been spent right here in the United States. 
These expenditures provide an estimated 600,000 jobs for American workers. 
Obviously, at a time when we have a serious recession on our hands, it would 
he the height of folly for the United States to eliminate or reduce a program 
which both strengthens our own national welfare and security and makes a 
significant contribution to our economy. 


NEED FOR EXPANDED FOREIGN AID 


America cannot turn its back on the aspirations for a better life of the hun- 
dreds of million people in the underdeveloped countries and still maintain 
leadership of the forces of freedom. We strengthen the chance that democracy 
and justice will win over tyranny by helping to make possible sound economic 
growth in places where for countless centuries the people have known only 
hunger, disease, poverty and stagnation. 

Our role is inevitably limited, but it is extremely important. What we do 
or fail to do could spell the difference between success and failure of the be- 
ginning efforts toward economic growth in the underdeveloped countries. Deter- 
mined to make those efforts successful, the underdeveloped areas will turn— 
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indeed have turned already—to the Soviet Union if we refuse to make assistance 
available in meaningful forms and amounts. Once the Soviet rulers are able 
to establish economic ties with the underdeveloped countries, their opportunities 
for political penetration will inevitably increase. 


TECHNICAL ASSISTANCE 


The AFL-CIO has always stressed the importance of the economic and tech- 
nical assistance aspects of our mutual security programs. This did not mean 
that we failed to appreciate the importance of our military assistance and 
defense-supporting activities. It was assumed that our military and diplomatic 
officials knew what the needs in these areas were and that they would present 
supporting evidence for the requests. But organized labor, through its intimate 
contacts with working peoples throughout the free world, has been convinced 
that to date we have not done enough in the economic and technical field to help 
these peoples help themselves. In the final analysis, we are convinced, our 
allies and potential allies will be no stronger than their own economic develop- 
ment makes possible. Their ability to resist Communist propaganda is at least 
as important as their ability to resist Communist aggression. 

Because of our strong feelings in this matter, we are particularly pleased at 
the action of the Congress in authorizing an even higher level for technical 
assistance than the President requested. In our judgment, even the level of 
$171 million authorized is still much below the actual needs of the many friendly 
and uncominitted nations of the world, but the action of the Congress is hearten- 
ing recognition of the importance of this segment of the program. At a time 
when many in and out of Congress were clamoring for cuts in the foreign aid 
program, and when in fact other parts of the program have been cut, the tech- 
nical assistance program has been increased by about $8 million. 

This most welcome action by the Congress in raising the level of technical 
assistance must now be supported by equivalent appropriations. We most 
earnestly call upon the Appropriations Committee to grant the full amount 
authorized. 

ECONOMIC DEVELOPMENT 


Before the Congress acted on mutual security legislation last year, a con- 
siderable number of studies were made of the requirements for an effective 
foreign aid program. It was the consensus of these studies, some of which 
were made at the request of and for the use of committees of the Congress, that 
the United States should assume as its share of the cost of economic develop- 
ment approximately $2 billion a year. It was felt that most but not all of this 
amount could be in the form of long-term, low-interest loans. 

Despite these recommendations, the Congress last year appropriated for the 
Development Loan Fund only $300 million and authorized $625 million for fiscal 
1959. ‘The President has requested that the $625 million be made available in new 
obligational authority for fiscal 1959 as authorized by the Congress in the basic 
legislation last year. 

The AFL-CIO most strongly urges the Appropriations Committee to make avail- 
able the full $625 million authorized for the next fiscal year. Even if this is done, 
it would make possible these vital long-term loans only up to the extent of $925 
million for the 2-year period. This will fall far short of the loan requests already 
in and expected in the next year. We understand that requests totaling about 
S2 billion are already in and that at least an additional $1 billion in requests are 
likely to come in in the course of the next fiscal year. This means that less than 
a third of the requests could be honored—even if the full $625 million authorized 
were actually appropriated. 

Needless to say, we do not assume that every one of these requests should be 
honored or granted loans to the levels requested. Care should be exercised in 
the administration of the program. But the Congress must make it possible for 
the Administration to do the maximum job permitted in the law. There may be 
many projects urgently needed to provide the spark for economic growth in the 
underdeveloped countries which will not be able to get going unless the United 
States makes the funds available—or unless these underdeveloped countries can 
obtain the funds they need elsewhere. 


THE SOVIET DRIVE 


These nations which for the first time see the possibility of economic growth 
will not sit idly by and watch their plans for essential projects wither on the vine. 
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If the United States fails them they will seek help wherever they can get it. 
Increasingly, they are turning to the Soviet Union which is apparently willing to 
provide underdeveloped countries with economic help in the hope of drawing them 
into the Soviet political orbit. 

The Soviet Union has gotten into this picture only comparatively recently, but 
in that short time it has been remarkably successful. It remains to be seen 
whether the Russians will deliver on their promises. Nevertheless, it is note- 
worthy that, according to the State Department, in a period of less than 3 years 
the Soviet bloc has extended about $1.9 billion in long-term loans or grants to 
non-Soviet countries. Of this amount, only $400 million is in the form of military 
aid and the remaining $1.5 billion takes the form of various types of economic 
assistance. 

The projects which are slated to be made possible by the Soviet economic aid 
are vital in the eyes of the recipient countries—silos in Afghanistan, oil-drilling 
rigs in India, bridges in Egypt, a tire factory in rubber-rich Indonesia. These are 
the kinds of projects Soviet aid is financing. In the main, shipments of materials 
and provision of technical assistance by the Soviet Union have kept to agreed 
schedules. 

There can be no doubt that the Soviet Union will step up its economic assistance 
program, especially if the United States should leave a vacuum which the Soviet 
rulers could fill. Clearly, it is in the interest of the United States to block the 
development of strong economic bonds between the Soviet Union and the still free 
nations of the world. But we can do this only with a continuing, effective, ade- 
quately financed program of economic and technical assistance to underdeveloped 
countries. 

ADMINISTRATION OF FOREIGN AID 


Some Members of Congress have been concerned with the possibility that some 
errors of judgment may have occurred in connection with the detailed administra- 
tion of the foreign-aid program. Of course, no program can be 100 percent perfect 
in its administration, and this is particularly likely in the case of a necessarily 
complex program operated on a worldwide basis. Clearly, some mistakes are 
bound to occur in carrying out such a program. 

I do not have detailed knowledge of the particular occurrences which have 
given concern, although I do understand that some of them have been cleared 
up by the ICA in a detailed report dealing with this question. We certainly agree 
that it is the responsibility of the Members of Congress giving this and other 
programs their careful scrutiny. Nevertheless, I want to urge the committee to 
view this problem in its proper perspective. We particularly urge that whatever 
mistakes of judgment may possibly have occurred in the detailed administration 
of the program in no way justify the scuttling or crippling of this vitally neces- 
Sary program. By all means the committee should recommend whatever improve- 
ments in administration that may be desirable, but we ask that nothing be done 
which would limit the overall effectiveness of the program. 


CONCLUSION 


An effective mutual security program attuned to the recently awakened aspir- 
ations for growth in the underdeveloped countries is essential for the welfare and 
security of our own Nation and for the strength of the worldwide forces of free- 
dom and democracy. Tangible demonstration this year that the United States 
will take determined action to help these people fulfill their hopes for a better 
life will immeasurably enhance the unity and purpose of the nations of the free 
world. Such actions on our part would do much to thwart the determined efforts 
of the Soviet rulers to lure into their camp hundreds of millions of people in the 
underdeveloped countries. 

The AFL-CIO urges therefore that this committee recommend to the Con- 
gress appropriations at the levels authorized in the basic legislation in order to 
assure a long-term, continuing, effective, foreign-aid program as an essential part 
of the Nation’s total foreign policy. 


GENERAL STATEMENT 


Mr. Booxsrnper. I find myself in such complete agreement with the 
last few witnesses I won’t even attempt to summarize the statement. 
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If I may, sir, take just a minute or two, though, I am encouraged or, 
I should say, provoked by a statement of one witness who makes some 
perhaps personalized type of comment. 

I told Mr. Braden a few minutes ago that I intended to comment on 
his comments and that in the tradition of the Senate, to notify him 
in advance if he cared to be present, fine. 

But I guess he either had to leave or was persuaded to leave at that 
moment. 

We have constantly supported this program, and we were dismayed 
at the action of the House. We asked ourselves, we asked a very sim- 
ple question : What has happened since the level of authorizations was 
approved to make it possible to cut the appropriation so seriously. 

The answer we find is that nothing has happened. If anything, 
what has happened in the 2 or 3 months is an eloquent argument for 
a larger level of appropriations. 

You have heard much comment about that today. In the light of 
this development it seems to me so completely unrealistic and tragic 
that a man would devote a large number of minutes presenting a state- 
ment that seemed to come out of thin air, unrelated to the present 
tragic situation. 

Now is it not a fact at this precise moment that this Congress is 
considering the number of dollars to spend for mutual security ? 

There are other people in our Government today with the respon- 
sibility of making heartbreaking decisions that may involve the very 
lives of our military forces. Some decisions have already been made. 

I think the American people are rallying, as they always have, to 
the President in an action which may involve the lives of our people. 

This decision comes rather easily, this decision to make this kind 
of action, but the decision to spend X billions of dollars or millions of 
dollars is one over which we haggle for months. 

I say as sincerely as I can, when we look back at this moment, years 
from now, I wonder whether Mr. Braden is really more concerned 
that the charge might be made that we did too much rather than that 
the charge might be made that we did too little. 

Now, Mr. Braden, he talks about his grandchildren. I am not quite 
in that state yet. I have children. I will assume I will have grand- 
children some day. I cannot believe that Mr. Braden understands 
the needs of his grandchildren if he is more concerned about what 
the index of the wholesale commodity price might be 12 years from 
now, or whether our budget might be a billion dollars greater or a 
billion dollars less. 

If he thinks this is the real problem facing his grandchildren, he 
ought to learn the facts of life. He ought to know that the real prob- 
lem facing his grandchildren is that they may have no parents; they 
may lose their brothers, or they themselves might be diseased or 
maimed because of a war we do not prevent now. 

I would like to say these things directly to Mr. Braden. I think 
the very hearing going on today is eloquent evidence that the American 
people by and large support the program. 

The last witnesses here have talked for millions of people in reli- 
gious organizations. I am happy to speak for millions of people in 
the trade-union movement. We are willing to take the chance and 
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spend more dollars than need be in an effort to prevent war and to 
preserve the democratic way of life. 

It is within that context that we renew to you our deep-felt recom- 
mendations that the maximum possible appropriations be voted by 
this committee. 

Obviously they cannot go beyond the authorizations. We look for- 

ward to a correction of what we believe to be a serious mistake by the 
Sica through your actions here today. 

Thank you, Mr. Chairman, very much. 

Chairman Hayven. Mr. George J. Hecht, of the American Parents 
Committee. 


AMERICAN PARENTS COMMITTEE 
STATEMENT OF GEORGE J. HECHT, Chairman 
GENERAL STATEMENT 


Mr. Hecur. I am George J. Hecht, chairman of the American 
Parents Committee, and I am the founder for 33 years, and publisher 
of Parents Magazine, which has a national monthly circulation of 
more than 134 million. 

The American Parents Committee is a nonprofit, child welfare 
organization working for more and better schools and for adequate 
health and welfare services for the Nation’s children. 

Gentlemen, I am here to talk about children, the children in other 
countries of the world. 

Because I have been fortunate enough to travel I have seen children 
of many nations, of many races, or many cultures. I have been twice 
around the world in the last 5 years. I have been throughout Central 
and South America, and the Middle East. 

In the underdeveloped countries I have always talked with the able 
UNICEF executives there. I’ve seen conditions and UNICEF activi- 
ties with my own eyes. I am reporting to you as a businessman. 

Basically, children are much the same everywhere, the same trusting 
smiles, the same searching eyes, and the same appealing manner. The 
main difference is that in many countries children are hungry and 
sick because the social and economic conditions under which they live 
have deprived them of the basic needs which all children must have for 
healthy development. 


UNITED NATIONS CHILDREN’S FUND 


For nearly 12 years the United Nations Children’s Fund—known 
the world over as UNICEF—has been working to overcome the disease 
and malnutrition which handicap these ¢ hildren. 

UNICEF has done this work by showing the various countries how 
they can help their own children, and then providing leadership and 
materials to these countries so they can move ahead in actual child- 
health work. 

I have seen much of the work that UNICEF is doing, and because 
I believe so firmly in it, I want to urge you to appropriate without 
restriction the full $11 million authorized as the United States con- 
tribution to the UNICEF fund. 
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CHILDREN SUFFERING FROM YAWS 


I wonder how many of you have seen a child with yaws, those awful 
sores that cover the soles of the feet and spread over the body, 
changing a cute, agile youngster into a suffering, hideous, crippled 
human. 

I have seen these children in Thailand, India, Burma, and in 
other parts of southeastern Asia. Because I have seen them, I must. 
tell you of the deep feeling I have when I hear from UNICEF what. 
they are doing to conquer yaws. In Asia alone 214 million children 
are examined every month for yaws under the UNICEF program. 
Yaws can be cured with 1 or 2 doses of penicillin. 


PENICILLIN PLANT IN INDIA 


A few years ago UNICEF equipped a plant which India built to 
manufacture its own penicillin at 5 cents each. 

Now, that one plant produces as much penicillin as was used in all 
of India 4 years ago, and supplies half the quantity used in India 
today. 

In Haiti in 1949 half the children were afflicted with yaws. Today 
UNICEF programs have reduced that figure to one-half of 1 percent. 

Senator Tuyr. Without that modern drug, many of those chil- 
dren would go totally blind ¢ 

Mr. Hecur. That is right. 

Senator Ture. Therefore, for only a matter of a few pennies you 
can aid them to heal their sores and to know how to take care of 
themselves and also to avert blindness. 

I saw that in all of Asia when I was there just the same as you have 
described it. 

Mr. Hecur. Yes, sir. 

I have seen children who are wracked with the chills and fever of 
malaria in India, in Mexico, and in other parts of Central and 
South America. Mexico alone has one-half of all the deaths from 
malaria that occur in the Americas. UNICEF is now in the midst. of 
a 5-year campaign to help the Mexican Government eradicate the 
malaria-bearing mosquito. Barrels of insecticide, thousands of 
sprayers, and hundreds of boats and jeeps have been sent in. Crews 
of men were sent in to train the Mexican sprayers. Teams go from 
village to village spraying the interior and exterior of houses, and 
everything else m sight. 

Similar eradication effort is being carried in 46 other countries 
of the world. 

I saw this when I was motoring through India, Thailand, and 
Burma. 


TREATMENT OF CHILDREN WITH LEPROSY 


In Thailand I was taken to see the work of a pilot project to treat 
children afflicted with leprosy. This pilot treatment was given in 
just one province in 1957 where it was suspected there were about 
1,000 cases of leprosy. When the year was over 6,000 cases had been 
brought in for treatment. 

In 1958 the campaign was expanded to other provinces of Thailand, 
in an attempt eventually to eradicate leprosy from the entire country. 
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HUNGER AND MALNUTRITION 


Hunger and malnutrition are the most common handicap of little 
children in the underdeveloped countries of the world. I have seen 
them by the thousand during my two trips through India. 

I have also seen the drums of powdered milk, bearing the big letters 
UNICEF, piled high in many ports, carrying the health-giving sur- 
plus milk from the United States to children all over the world. 

The little girl eating a porridge of rice and powdered milk in Peru; 
the children lined up for their cup of milk in Lebanon, in a school in 
Brazil, or in a feeding station in India. 

These are unforgettable evidences of what UNICEF has done, is 
doing, for the health of the nation’s children. 

I have been told about the plants which UNICEF has helped to 
build and equip in India, where a high-protein kind of milk can be 
made from the soybean. This endeavor will help children to grow in 
areas where milk is scarce or unobtainable. I could go on and on, 
but I will not take the time. I have not brought you tables and figures 
because you can get them from other sources. 

My object is to share with you my very firm conviction that 
UNICEF is one of the most powerful instruments for world peace. 
It is bringing other countries to the concept that their own children 
are their greatest hope for a better future. 

It helps those countries to set up their own programs to serve these 
children in their own way. 

It is currently reaching out to millions of children in 100 countries 
and territories in a vital, living demonstration that the United States 
and other nations of the world do care. 

I consider UNICEF the greatest child-welfare effort of all time. 


NEWS RELEASE 


I have a news release here I would like to submit for the record. 
(The release referred to follows :) 


UNICEF DeEscrrsep AS “GREATEST CHILD-WELFARE Errort oF ALL TIME” 


WASHINGTON, July 18.—The work of the United Nations Children’s Fund 
(UNICEF) was characterized today as “the greatest child-welfare effort of all 
time” by George J. Hecht, chairman of the American Parents Committee and 
publisher of Parents’ magazine. 

Testifying before the Senate Appropriations Committee, Mr. Hecht urged 
authorization of the full $11 million United States contribution to UNICEF as 
a way to support “one of the most powerful instruments for world peace.” By 
aiding millions of children to combat hunger and disease, he added, the United 
States and other nations will give a “vital, living demonstration” that they do 
care. 

Mr. Hecht told the Senators he had witnessed the effectiveness of UNICEF 
activities during two trips around the world in the past 5 years. He pointed 
out that UNICEF was assisting some 43 countries in showing them how their 
own children could be helped in battling yaws, leprosy, malaria, and malnutri- 
tion. 

“Basically,” he noted, “children are much the same everywhere—the same 
trusting smiles, the same searching eyes, and the same appealing manner. The 
main difference is that in many countries children are hungry and sick because 
social and economic conditions under which they live have deprived them of the 
basic needs which all children have for healthy development. For 12 years the 
United Nations Children’s Fund has been working to overcome the disease and 
malnutrition which handicap these children.” 


Chairman Haypen. Thank you. 
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NATIONAL CONGRESS OF PARENTS AND TEACHERS 


STATEMENT OF ELIZABETH T. FARWELL, MEMBER, WASHINGTON 
COMMITTEE ON LEGISLATION 


PREPARED STATEMENT 


Chairman Haypen. Mrs. Elizabeth T. Farwell, of the National 
Congress of Parents and Teachers. 

Mrs. Farwetu. Mr. Chairman, there is very little I can do for you. 

But I would like to submit a prepared statement for the record. 

Furthermore, following Mr. Hecht and having as a successor Mrs. 
Gray, I think there is hardly anything I can add except that we heartily 
support the $11 million. 

(The statement referred to follows :) 


STATEMENT OF Mrs. Frep L. BULL, CHAIRMAN OF THE COMMITTEE ON LEGISLATION 
OF THE NATIONAL CONGRESS OF PARENTS AND TEACHERS, IN SUPPORT OF 
UNICEF, PRESENTED BY ELIZABETH T. FARWELL, MEMBER OF THE WASH- 
INGTON COMMITTEE ON LEGISLATION 


Mr. Chairman and members of the committee, I am Elizabeth T. Farwell, a 
member of the Washington committee on legislation for the National Congress 
of Parents and Teachers. I am submitting this statement for Mrs. Fred L. Bull, 
national chairman of legislation, in support of the appropriation of $11 million 
for the United Nations Children’s Fund. I am very glad to have this opportunity 
to appear before you today to represent the National Congress of Parents and 
Teachers, which is a volunteer group with over 11 million memberships. My 
organization is proud to have supported the UNICEF program since its inception 
11 years ago. 

Over the years we have greatly appreciated the support this committee has 
given this forward-looking program whose operation has meant improved child 
and maternal health and welfare throughout the world. We have wanted you to 
know of the continued strong citizen interest in UNICEF objectives because we 
feel that it is these citizens, standing shoulder to shoulder with their legislators, 
who have made possible the enviable record of the United States in building a 
better life for the children of the present-day world through its generous con- 
tributions to UNICEF. 

We urge, therefore, the appropriation of the entire $11 million request for the 
next year, to insure the furthering of the worthwhile projects conceived and 
executed by the UNICEF program in conjunction with participating countries. 
We believe that the record of the United Nations Children’s Fund speaks for 
itself better than we can possibly speak for it. And we of the National Congress 
of Parents and Teachers believe that all children are our children, wherever 
they may live. 


CITIZENS COMMITTEE, UNICEF 
STATEMENT OF MRS. VIRGINIA M. GRAY, EXECUTIVE SECRETARY 


GENERAL STATEMENT 


Chairman Haypen. Mrs. Gray. 

Mrs. Gray. Senator Hayden, I see no reason either for reading my 
statement, even though it 1s only two pages long. I feel that I could 
not fail to take advantage of this opportunity, though, because in rep- 
resenting 17 national organizations, I feel I have an obligation to them 
to call your attention to the fact that they all do support UNICEF 
very strongly. 
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I can add from my own personal experience in having opportunities 
to speak around the country during this last year that the American 


people know a great deal : about this f program, and are very enthusiastic 
in their support. 


I feel very certain I am speaking for the members of this organiza- 
tion, for school groups, for women’s clubs, for church organizations, 
they are very enthusiastic about this program. 


Therefore, I would like to add my word to urging support. 
Thank you very much, Mr. Chairman. 
Chairman Hayven. Thank you. 


PREPARED STATEMENT 


Your statement will be included in the record at this point. 
(The statement referred to follows :) 


The Citizens Committee for UNICEF is an informal clearinghouse of legisla- 
tive information serving a number of national organizations which support 
continued United States participation in the United Nations Children’s Fund 
(UNICEF). Some of these organizations appear before you separately to 
present thetir views while others, among them the following, have authorized 
this joint statement: 

American Association of University Women 

American Parents Committee, Inc. 

Association for Childhood Education International 

Child Study Association of America 

Child Welfare League of America, Inc. 

Cooperative League of the U.S. A. 

Friends Committee on National Legislation 

General Alliance of wearin and Other Liberal Christian Women 


Jewish War Veterans of U. S. A. 
Methodist Church-Woman’s ; Division of Christian Service of the Board of 
Missions 


National Association of Colored Women 

National Association of Social Workers, Inc. 

National Board of Young Women’s Christian Association 
National Congress of Colored Parents and Teachers 
National Council of Jewish Women 

United Church Women 

Women’s International League for Peace and Freedom 

I am appearing here this morning on behalf of these organizations to urge 
your approval of the contribution of $11 million by the United States to the 
United Nations Children’s Fund for the fiscal year ending June 30, 1959. This 
is the same amount that you appropriated last year. 

It seems unnecessary to review the accomplishments of UNICEF for this 
committee. You are already wellinformed. What I can do in these few minutes, 
however, is to stress again this year the fact that most Americans also know 
a great deal about the work of UNICEF; they are much impressed by its achieve- 
ments and they are united in their desire to see this work go forward toward 
the goal set by UNICEF for the year ahead—a goal of aiding 50 million helpless 
victims of disease and malnutrition. It is about these potentials for the future 
that I should like to talk briefly this morning. 

The dramatic accomplishments of UNICEF during the past 11 years of its 
existence have brought the organization to the point where further constructive 
growth can be confidently predicted. Such expectations are based primarily on 
the increasing understanding on the part of aided governments of the value of 
the work of UNICEF and their growing willingness to support programs for their 
own children with their own limited financial resources. In 1957, for example, 
they invested $2.37 for every dollar contributed by UNICEF (of which 55 cents 
came from the United States). 

Thus the results achieved by UNICEF have a value out of all proportion to 
the relatively small contribution being requested this year. That so much can 


be accomplished with so little money is because UNICEF is primarily a catalyst. 
First of all, it pierces the vicious circle of disease, poverty, ignorance, and hope- 
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lessness by demonstrating how, with even a small amount of medical help and 
sound guidance, people can learn to help themselves. Once these first steps, 
which combat mass diseases that have crippled whole populations in vast areas 
of the world, are taken, the next steps of improvement develop in logical progres- 
sion. First comes treatment and cure of diseases—yaws, leprosey, malaria, 
trachoma, tuberculosis—then prevention of disease through increasing knowledge 
of the importance of better nutrition and improved sanitation. Opportunities 
for spreading this new knowledge for safer and healthful living around as mothers 
bring their children to local clinics and see for themselves how they can learn 
to help their families to a better way of living. Next in order of development, 
aside from the incalculable benefits to the individual, become evident the eco- 
nomic improvements to the area—the increasing productivity of healthy workers 
with a higher standard of living that gradually brings the entire area into a 
more important position in world markets. All this from starting with the 
children. 

Nowhere is this explosive pattern of development more vividly apparent at the 
present time than in the countries of Africa newly emerging into national inde- 
pendence with an eager determination to overcome the handicaps of centuries 
of isolation. It is essential that the resources of UNICEF be available and 
adequate to provide the initial assistance so necessary if these countries are to 
begin to build a better future for their children and to achieve the political 
stability which must inevitably be based on a sound and prospering economy. 

Our organizations support the contribution of $11 million to UNICEF as 
requested by the executive branch and authorized by the House and Senate. 
When only one nickel can provide the necessary shot of penicillin to cure a 
child of yaws, every penny becomes important. Therefore, we hope that the 
entire $11 million will be contributed to UNICEF without restriction. 

The American people are proud of past United States leadership in the 
Children’s Fund, the world’s largest international agency devoted exclusively 
to the welfare of children. Such support is in our best tradition of good neigh- 
borliness. We feel confident that you, the members of this committee, share our 
views. 

Thank you very much for this opportunity to be heard. 


PREPARED STATEMENT 


Chairman Haypen. Several of the witnesses could not be here this 
morning. 


So I will insert their prepared statements in the record at this point. 
(The statements referred to follow: ) 


YouNG WOMEN’S CHRISTIAN ASSOCIATION 
OF THE UNITED STATES OF AMERICA, 
NATIONAL BOARD, 
New York, July 17, 1958. 
Hon. CARL HAYDEN, 
Chairman, Appropriations Committee, 
Senate Office Building, Washington, D.C. 


My Dear SENATOR HAYDEN: I am enelosing a statement of the national board 
of the Young Women’s Christian Association of the United States of America in 
support of the restoration of funds authorized by Congress for the Development 
Loan Fund and the President’s contingency fund in the 1958 amendments to the 
Mutual Security Act. 

We have long supported the mutual security program, and would appreciate 
having our statement incorporated in the record of the committee hearings. 

Sincerely yours, 
Mitprep F. F. Jones 
Mrs. Paul M. Jones, 
Vice President. 


STATEMENT OF THE NATIONAL BOARD OF THE YOUNG WOMEN’S CHRISTIAN ASSOCIA- 
TION OF THE UNITED STATES OF AMERICA IN SUPPORT OF APPROPRIATIONS FOR 
THE MUTUAL SECURITY PROGRAM 


The national board of the Young Women’s Christian Association of the Unitea 
States of America has supported the mutual security program since its inception. 
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We believe that this program is at least as important today as when it was 
begun, and, indeed that some aspects of it may have increased in urgency. We 
respectfully request, therefore, that the Appropriations Committee approve full 
restoration of the funds which were authorized by Congress for the Development 
Loan Fund and the President’s contingency fund in the 1958 amendments to the 
act. 

The YWCA of the United States of America is one among 68 national organi- 
zations in as many different countries which comprise the World YWCA. 
Through our own mutual service projects we are aware of the importance and 
worth of sharing knowledge and skills with people in less developed areas of 
the world. United States programs of technical and economic assistance exist 
because of a realization that we cannot look with indifference on the strivings 
of millions of peoples to lift themselves out of conditions of ignorance, disease, 
and poverty or mere subsistence existence. We have helped them to help them- 
selves. We must continue to do so in a spirit of mutual satisfaction and mutual 
confidence. For this reason we support the full appropriation of funds for the 
Development Loan Fund which was authorized by the Congress. 

In these troubled times, we believe that the President should have adequate 
funds to administer with the degree of flexibility provided him in the use of the 
contingency fund. The stage of development and the rapidity with which 
change can occur in many countries of the world make it essential that the 
maximum of funds available be provided him to use where needed most at a 
given time. 

We hope, therefore, that your committee will approve the restoration of funds 
for the Economic Development Fund and the President’s contingency fund. 


NATIONAL COUNCIT OF JEWISH WOMEN, INC., 


New York, N. Y., July 17, 1958. 
Hon. Cart HAYDEN, 


Chairman, Committee on Appropriations, United States Senate, 
Washington, D. C. 


DeEAR SENATOR HAYDEN: Please accept my sincere appreciation for making it 
possible for me to offer oral testimony before your committee in support of 
appropriations for the Mutual Security Act of 1958. Unfortunately, another 
important commitment makes it impossible for me to appear at the time desig- 
nated by the committee. I was informed that the committee schedule will not 
permit a change in the time of my appearance. I regret this very much. May 
T respectfully request that my letter be read into the record and the enclosed 
statement be included in full in the record of the hearings. 

The National Council of Jewish Women views with great concern the severe 
cuts made by the House of Representatives in the appropriations for the Mutual 
Security Act of 1958. We are particularly concerned about the heavy cut in the 
appropriation for the Development Loan Fund. The events of this week make 
it imperative that the action of the House be amended to restore the full amount 
of $625 million as authorized by Congress. 

I sincerely hope that your committee will take the necessary action. 

Respectfully yours, 
Mrs. SAMUEL Brown, 
Member of National Board and 
Chairman of National Committee on Public Affairs. 


STATEMENT OF Mrs. SAMUEL BROWN IN Support OF APPROPRIATIONS FOR THE 
MutTvuAL Securtty Act 


I am Mrs. Samuel Brown, member of the national board and chairman of the 
national committee on public affairs of the National Council of Jewish Women. 
I appreciate the opportunity of appearing before your committee in support of 
the appropriations for the Mutual Security Act of 1958, authorized by the 
Congress. 

The severe cut in the appropriation for the Development Loan Fund, from $625 
million to $300 million, adopted by the House is a great source of disappointment 
and serious concern to the National Council of Jewish Women. The fund was 
established by Congress last year to meet the need for assistance on a long-term 
basis essential for sound planning and the carrying out of development programs. 
It was judged by the House Foreign Affairs Committee, as expressed in their 
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report (H. Rept. No. 1696, p. 31), as * * * “The most effective instrument avail- 
able to the United States for providing economic assistance in the development 
of the less developed portions of the world.” The number of applications re- 
ceived to date by the fund demonstrates not only the need, but effectiveness of 
this tool for helping the less developed countries to help themselves. If the 
House action prevails the fund will have a total appropriation of $600 million 
available to meet applications which may total around 8 billion during fiscal 
year 1959. 

We feel a particular urgency about this aspect of the program because of re- 
cent events. While we were challenged on the military front for a long time, 
We were relatively secure on the economic front by virtue of our economic 
strength, productivity, and scientific skill. 

Now, however, the emphasis has shifted somewhat and we are being chal- 
lenged on this front as well by those whose methods and ethics are not as 
scrupulous as ours. This was recognized by Congress last year when it stated 
in the Mutual Security Act that “* * * the progress of free peoples in their 
efforts to further their economic development and thus to strengthen their 
freedom is important to the security and general welfare of the United States.” 
The events of this week make it imperative that Congress support the efforts 
to help the less-developed countries remain free. 

I appear here before you because one of the major interests of the National 
Council of Jewish Women, which was established in 1893, nod now has 110,000 
members in 240 communities throughout the country, is to promote effective 
international cooperation. For the past decade the delegates to each of our 
national conventions have gone on record— 

“To support such economic * * * and military measures on the part of the 
United States and in cooperation with other nations as are necessary to 
strengthen the defenses of the free world,” and 

“To urge the United States Government to aid the peoples of underdeveloped 
areas to build up their productive capacities in order to raise living standards 
and promote peace and economic security throughout the world.” 

Our members view the mutual-security program as a very important aspect 
of United States foreign policy and they have consistently supported the tech- 
nical-assistance programs, both through the United States and through the 
United Nations and the economic assistance and development programs as they 
have been proposed to the Congress. The support of our members is not con- 
fined to statements and resolutions. The National Council of Jewish Women, 
as a voluntary organization has spent $314 million on its overseas program of 
assistance to about 15 countries since the program was established in the fall 
of 1945. 

The program has emphasized scholarships for graduate training of personnel 
in the fields of social work, early childhood education, special education, educa- 
tional administration, teacher education, graduate nursing, psychology, and 
rehabilitation services. Under this scholarship program we brought to the 
United States 144 men and women for study at universities so that they may 
acquire skills in these fields and use the knowledge for the benefit of their 
people when they return to their own countries. Six of these were community 
leaders who came to observe our social institutions and citizen participation in 
community affairs. Our overseas program of assistance also includes the sup- 
port of the School of Education of Hebrew University in Jerusalem by an 
annual grant of $48,000 per year and the establishment of a pedagogic library 
and an audiovisual center. In addition, our members have sent educational and 
play material for children to some 15 countries. 

This program was initiated in the belief that economic development depends 
upon more than technical or economic changes; that social institutions, pat- 
terns and values provide the broad base upon which economic development must 
rest; and that the promotion of such institutions, patterns, and values, through 
education, training, and other technical aids is as important as economic devel- 
opment itself. This is the way we feel we can make our small contribution to 
economic development with the limited resources available to us. I am citing 
our activities here merely to illustrate how strongly our members believe in the 
validity and importance of the mutual-security program, strongly enough to be 
willing to contribute their own funds and efforts. The experiences we have had 
with our own program, exemplified by the comments from the recipients of our 
assistance quoted below, has strengthened our conviction for the vigorous con- 
tinuation of the mutual security program, as perhaps the most effective means 
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of achieving stability and understanding in the world. An educator from Israel 
wrote: 

“I feel pretty sure that the changes for the better in my field which have 
been made in my country, came slowly through those who came back from 
the United States.” 

A social worker from Morocco said : 

“Awareness of existing program and practice in other countries is abso- 
lutely necessary and extremely valuable when working toward creation of 
services in a country which has few or underdeveloped services.” 

Another recipient of our assistance had ths to say about the United States: 

“IT found it very meaningful to come close to the American pattern of life 
in its various shades and aspects, and I am now doing quite a bit of interpreta- 
tion to groups and individuals at home on the matter of American mentality, 
with focus on American broadmindedness, American community conscientiousness 
and the basic geniality of mutual acceptance.” 

May we respectfully urge, therefore, that your committee recommend the 
full appropriation, as authorized by Congress, and may we particularly urge 
that you restore the cut in the appropriation of the Development Loan Fund. 


STATEMENT SUBMITTED BY THE LEAGUE OF WOMEN VOTERS OF THE 
UNITED STATES 


The League of Women Voters, with 126,000 members in 48 States, the District 
of Columbia, Hawaii, and Alaska, supports the principle of foreign economic 
aid as an integral and essential part of United States foreign policy. At our 
1958 biennial convention in Atlantic City in April this long-time interest was 
reaffirmed when the delegates decided that league members would concentrate 
their study and legislative interests during 1958-60 on an evaluation of United 
States foreign policy with continued support of the United Nations system, world 
trade and economic development, and collective security. 

The league has supported adequate funds for both the bilateral and multi- 
lateral technical-cooperation programs for a long time and we were glad to 
see that the House had granted the full amount requested for their programs, 
$171,500,000. We regret that the United States contribution to the United 
Nations technical-assistance fund this year will be limited to 40 percent of the 
total contributions to the fund, as directed by the authorization. 

We believe these technical-assistance programs have been among the most 
successful ventures that have been made to give the right kind of help where 
it is most needed in the developing countries. The reduction of our contribu- 
tion will again cause reductions in these programs. This damaging of an 
effective aid program in order to stand upon the principle of a percentage con- 
tribution, seems to us to be pointless. Other countries have increased their 
contributions to this fund and are continuing to do so. However, if we seem 
to value its achievements so lightly that we deny funds for this technical reason, 
others may begin to lose interest, too. Why the United States Government 
should deliberately restrict the opportunities for the expansion of programs 
which serve the cause of free institutions is a mystery to the league. But if 
there must be a limitation on the United States contribution to this fund we 
hope next year the percentage will be appreciably increased. 

Last year when the proposal for the Development Loan Fund emerged from 
the studies conducted by the Special Senate Committee To Study the Foreign Aid 
Program and was proposed by the administration in the mutual security legisla- 
tion, the league recognized in this new lending agency a practical answer to some 
of the problems involved in aiding the developing countries. We supported the 
full authorization of $500 million for this fund and were disappointed when only 
$300 million was granted for the first year of its operation. Unless adequate 
funds are granted for its operation during the coming year it stands to reason that 
this imaginative and hopeful approach will never have a chance to realize its full 
potentialities. We do not agree with the House, which granted only $300 million 
to the fund this year, that this is an adequate amount. 

The developing nations, with populations of about 700 million, need capital to 
help them achieve the economic development necessary to combat hunger, disease, 
and ignorance and lead them toward economic and political stability. They are 
too poor to raise much of this capital at home; they are too new, too unstable to 
attract much private capital from abroad. Unless they find funds to help them 





E1 
SI 
SI] 
in 
tir 
Fe 


ur 
di 





: 
’ 
: 





MUTUAL SECURITY APPROPRIATIONS, 1959 521 


through this critical stage of their evolution, they may well be lost to the world 
of free nations which most of them have so recently entered. The Development 
Loan Fund could help supply their needs. Its record to date shows that the 
opportunity it presents is recognized and enthusiastically accepted. 

By the end of June 1958, the fund had received applications for loans totaling 
$1.298 billion, over 7 times the initial capitalization. By the end of June, loans 
totaling $131,386,000 for 9 countries had been approved. Formal loan agreements 
for nearly $100 million had been concluded with 4 countries: India, Honduras, 
Israel, and Ceylon. The other five loans, approved but not yet ratified, will go to 
Turkey, Pakistan, Taiwan, Greece, and Ceylon. These loans will be used to 
build railroads, highways, irrigation, and land developments and fertilizer plants, 
as well as to buy equipment for development of electric power, transportation, 
industry, agriculture, mining, and public works. All of these projects have been 
thoroughly investigated as to their practicality. The loans were made after 
careful screening, for the fund is being administered to make its dollars go as far 
as possible and be invested in the best possible way. 

These loans are intended to supplement aid extended through other financial 
and banking institutions, such as the Export-Import Bank and the World Bank. 
They will help build the base to attract private investments and will help 
strengthen private enterprise in the developing regions, since they will finance 
projects proposed by private enterprise as well as public undertakings. The 
Rockefeller report on United States international economic policy, published in 
June 1958, says that this fund “can add an important dimension and give increased 
effectiveness to our foreign economic program. It provides needed flexibility in 
the international financing field. Thus the Development Loan Fund can partici- 
pate with the International Bank for Reconstruction and Development, the 
Export-Import Bank, or private enterprise to carry through needed projects which 
could not heretofore be financed. For this reason, we believe that a considerable 
increase in its capital may be thoroughly warranted. 

“The Development Loan Fund should become the focal point in the United 
States Government for United States effort in the international development field. 
This instrument may also help to establish regional development agencies where 
such agencies would have a constructive role to play in promoting the prerequisites 
of growth in many of the less-developed areas. It could also work closely with 
an international development authority should such a multilateral development 
institution be set up.” 

We urge this committee to recommend to the Senate that the full authorization 
for this fund, $625 million, be granted, and that the Senate, in conference with 
the House, insist that this amount be maintained. 


STATEMENT FOR THE UNITED STATES SENATE APPROPRIATIONS COMMITTEE ON 
Arp TO SPAIN BY REPRESENTATIVES OF IBERICA MAGAZINE 


We representatives of the magazine Iberica thank the chairman and members 
of the Appropriations Committee of the United States Senate for this opportu- 
nity to submit our opinions on the subject of economic aid to Spain under the 
mutual security program. 

INTRODUCING IBERICA 


First we should explain that the magazine Iberica was founded in January 
1954 by a group of persons concerned with Spanish-American relations. Its 
honorary chairmen are Mr. Norman Thomas and Mr. Salvador de Madariaga, 
the Spanish scholar and historian, who is also an honorary chairman of the 
Congress for Cultural Freedom. The magazine is edited by Miss Victoria 
Kent, the distinguished Spanish humanitarian who modernized the Spanish 
prison system during the early days of the republic. It is owned and published 
by Miss Louise Crane. 

We should also explain that because Iberica is published in Spanish and 
English language editions it serves, to a certain extent, as a bridge between 
Spanish and American thought. In spite of the rigid censorship prevailing in 
Spain, the Spanish edition is quite widely read there and through it we are 
in communication with many of the anti-Communist and pro-American opposi- 
tion leaders who may well be among the key political figures of the future. 
For this reason we are in a position to report on some of the psychological 
undercurrents prevailing within Spain at this time, and we feel that it is our 
duty to relay our impressions to the committee because of the very serious 
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potentialities of the situation in Spain and our great concern over long-range 
Spanish-American relations. 
I 


SPAIN’S ECONOMY TODAY 


In spite of certain superficial aspects of prosperity, such as the construction 
of housing developments and the founding of vast state-controlled industrial 
projects, Spain’s overall economy has steadily declined during the 5 years in 
which the mutual defense treaties of 1953 have been implemented. Inflation 
has soared while the average wage earner’s purchasing power has sunk to 
subminimal levels. Discontent and restiveness have shown a marked and 
steady increase, especially in student, labor, and military sectors. 

What factor has United States economic aid played in all this? Probably 
very little, yet there is a widespread tendency to hold the United States responsible 
for the inflation and other ills resulting from the bankrupt economic policies of 
the regime. Furthermore, the United States is accused of using Spain as a 
dumping ground for surplus agricultural products to the detriment of Spanish 
agriculture. Instead of being incorporated into a sound and long-range plan 
for economic reconstruction, United States economie aid has been administered 
in a helter-skelter sort of way in frantic attempts to patch up the sagging 
Spanish economy and because it must of necessity be funneled through corrupt 
and inefficient governmental channels, it never filters down to the levels where 
it is most needed. In short, our impression is that, whether justly or not, in 
Spain United States economic aid is regarded as being geared to support the 
existing regime, but not to be of fundamental assistance to the country’s economy. 

The striking contrast between the large quantities of military material supplied 
to Spain under United States military aid grants, with which the regime 
ostentatiously menaces the Spanish people on every possible occasion, and the 
meager effects of United States economic aid also contributes greatly to this 
conclusion. 

CATHOLIC CHURCH AND SPAIN 


The recent abrupt changes of regime in Venezuela and other countries empha- 
size the dangers of overidentification with one ruling faction in any country; but 
in a situation as potentially explosive as is that of Spain, and in which, moreover, 
we have such tremendous interests at stake, great care should be taken to 
preserve a strict neutrality with respect to the dictatorship, insofar as it is 
possible within the limitation of diplomatic requirements. 

In Spain, we are informed by responsible sources, the Catholic hierarchy 
is acting under instructions from the Vatican to gradually disassociate itself from 
the Franco regime. Recent statements made by the primate of Spain, Enrique 
Cardinal Pla y Daniel, and other high prelates, in which they have criticized 
social conditions in Spain, indicate that this policy is being carried out. In this 
respect, the role of the church, which is of such enormous significance in Catholic 
countries, such as Spain, was particularly notable in the cases of some Latin 
American countries recently liberated from dictatorship. If we wish to safeguard 
our own positions in Spain, then we should take steps to follow the good example 
of the Catholic Church. One of the ways in which we can do this is to cut down 
on our economic aid. 

ICFTU OPPOSES AID TO SPAIN 


In its annual meeting held in Brussels on July 3-5, the executive committee 
of the International Confederation of Free Trade Unions approved a resolution 
which stated, in part, that “The free labor movement is unalterably opposed to 
all financial aid given to the Franco regime by international organizations or 
governments.” 

The ICFTU’s position is based on the organization’s indignation over the brutal 
repressions practiced by the Spanish Government toward laborers and miners 
who went on strike this year in protest against intolerable working conditions 
and wages. In the case of the strikes taking place in the Asturias mines in 
March, for instance, the ICFTU estimates that “about a hnudred workers were 
tortured” in attempts to force confessions of Communist association, when, in 
fact, “the strike movement of the Asturias miners had * * * straightforward 
economic and social aims.” 
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CONCLUSIONS 


The Catholic Church is removing its support from the Franco regime. The 
ICFTS, which is the voice of the free labor movement of the world, has 
denounced aid to Franco Spain. We, too, oppose United States aid to the 
present Spanish Government, but our motivation is one of political realism as 
well as moral indignation. Our great concern is that American ties to Spain 
be sound and permanent ones, not just timed to the duration of the necessarily 
transient dictatorship of one man. 

New York, N. Y., July 17, 1958. 
TAOMAS J. Scort, 
Committee on Appropriations, 
Senate Office Building, Washington, D. C. 

Dear Mr. Scorr: You will already have received a formal reply from Miss 
Crane of Iberica on the matter concerning which you telegraphed us. I simply 
wish to make plain before the committee that I fully endorse the statement 
sent by Miss Crane. 

It is a very serious business for the United States, not only in the Latin 
American countries and in the Middle East, but in Spain, to be tied to a 
reactionary dictatorial government. 

Sincerely yours, 
NORMAN THOMAS. 


TAXATION PAYMENTS IN EUROPE 


(See p. 188) 


The following is provided in response to Senator Ellender’s request. for in- 
formation concerning the relative amounts of taxes paid in European countries 
according to capacity to pay. 

The Senator’s request was made in connection with the statement made by 
Mr. Jandrey that “the average European pays a higher percentage of his much 
lower income in taxes than the average American.” This statement was based 
on estimates and data for the year 1957 and fiscal year 1957-58 contained in 
reports from United States Foreign Service posts. The latest period for which 
tax revenue data broken down by major categories is available from all Euro- 
pean NATO countries is the year 1956 and fiscal year 1956-57, data for this 
period having been submitted by members of the Organization for European 
Economic Cooperation (OEEC) in connection with the ninth annual review of 
the OEEC conducted in the summer of 1957. An analysis of this data shows 
the total tax revenue of European NATO countries, expressed in absolute terms 
and as a percentage of gross national product, to be as follows compared with 
that of the United States. 


| All European | United States 
| NATO countries | 


Gross national product in current prices: | 
Potal ies : $210, 000, 000, 000 | $415, 000, 000, 000 


Per capita 7 ‘ . eeaneen ($790) ($2, 470) 
Tax revenues | 

Total ; $60, 000, 000, 000 | $106, 000, 000, 000 

Per capita ‘ a ($230) ($630) 
Tax revenues as percent of gross national product-_-_-- aeces 29 26 


The foregoing totals include both direct and indirect tax revenues of all 
levels of government. Such totals expressed as percentages of gross national 
product are considered to be a valid reflection of the relative tax burden im- 
posed on a people since they show the portion of a nation’s output of goods 
and services taken away from the total private sector to finance governmental 
requirements. 

In accordance with the Senator’s request, there is provided below a table 
showing a breakdown of the foregoing totals by country and by type of tax. 
The indirect tax column covers such taxes as customs and excise taxes. The 
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direct tax column includes all taxes on net income and property of individuals 
and corporations and social-security taxes. 





























Total tax revenue | Indirect tax revenue! Direct tax revenue 
Country | |Percent of | Percent of Percent of 

|Billionsof; gross /Billionsof| gross /Billionsof| gross 
| dollars | national | dollars | national | dollars | national 
| | product | product product 
Belgium-Luxembourg.- --_--.-.-.-...--.-- 2.4 | 22.9 1.0 9.8 1.4 13.1 
i a eg ed £2.) 24.5 .5 | 11.5 6 | 13.0 
| SSRIS > hopiinen 13.9 32.2 | 7.4 | 17.0 6.5 15.2 
sae Se iett Sidanieoknbeas 15.1 | 33.0 | 6.8 | 14.9 | 8.3 18.1 
ea Se 5 19.2 .3 | 12.0 | a 7.2 
a aad Seas oo a eee a ee | 6.0 | 26.8 1.2 5.5 | 4.8 21.3 
Netherlands_-___.___- ees 2.5 30. 2 | 1.0 11.5 1.5 18.7 
cuban 1.0 28.1 -4 11.5 | .6 16.6 
EE TIE AS 2 16.7 a 8.1 | ES 8.6 
Nn ee ee a 1.0 11.6 .6 7.0 .4 4.6 
RPO MEIOOTE . oos - oscccas cccuebeddde 16.3 28. 1 7.9 13.6 8.4 14.5 
Total European NATO countries ! . 60.1 28.7 | 27.3 13.0 32.8 | 15.7 
pe acealidine te aA etaamaemaci iS | 105.6 25.5 | 34.7 8.4| 70.9 17.1 

| 











| 


1 Totals not exact, small differences due to rounding. 


It should be noted that the tax structure of European countries has tradi- 
tionally been different from that of the United States in that a larger propor- 
ion of tax revenues in European countries is derived through indirect means, 
mainly excise taxes. However, even considering direct taxes separately, it is 
noteworthy that such taxes in European NATO countries as a whole constitute 
only a slightly smaller percentage of national output than in the United States. 

The foregoing is not meant to imply that the tax structure and administra- 
tion in certain European countries could not be improved to make them more 
effective and equitable. However, it does show that the average European, 
with a much lower income, has far less of his income left after taxes to meet 
his personal needs than the average American. 

Figures on tax collections by income brackets are not available. 


OKLAHOMA Ciry, OKLA., July 15, 1958. 
Hon. CarL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Senate Office Building, Washington, D. C. 

Dear SENATOR HAYDEN: I wish to express my support of the restoration of 
funds to the following items having to do with the mutual security program: 
(1) For the Development Loan Fund, from 300 to 625 million dollars; (2) for 
special assistance from 185 to 212 million dollars; (3) for the President’s con- 
tingency fund, from 100 to 200 million dollars. 

Will you please include this request in the record of the hearings. 

Sincerely, 
BEULAH ROBERTS. 
Mrs. Clarence Roberts. 


NATIONAL FARMERS UNION, 
Washington, D. C., July 18, 1958. 
Hon. CARL HAYDEN, 
Chairman, Senate Appropriations Committee, 
Washington, D. C. 


Dear SENATOR HAYDEN: Since the inception of the mutual security type pro- 
grams, Farmers Union has supported what we understand to be the objectives 
of the programs. We have not always agreed with the administration of the 
programs and with individual appropriation items, and we shall continue to 
express—as we did this year in our statement before the Senate Foreign Rela- 
tions Committee—our views for improving the program. 

This committee has the important job of drafting the legislation in which 
levels of appropriations for the various items will come before the Senate of 
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the United States. In this connection, we do not have all the information that 
you must have to do the immense job that is required of you. It would be 
presumptious of us, therefore, to try to suggest specific amounts for the various 
headings: military assistance, defense support, Development Loan Fund, special 
assistance, technical cooperation, and contingency fund. But we do want to 
urge that you give special consideration to the Development Loan Fund and to 
technical cooperation. We urge that on these items you approve the amounts 
authorized earlier by the Senate. 

Our main reason for writing you is to express what we know to be the 
interest of our membership as expressed by delegates to our recent annual 
convention in the actions you will take on the appropriation for the Mutual 
Security Program. 

Let me quote briefly from our program: 

“The trend of world events has thrust the responsibility for world leader- 
ship on the United States. We reaffirm our support of United States efforts to 
assist in expansion and strengthening of the productive capacity and living 
standards of other nations in ways that will help them move toward democratic 
form of government. We emphasize the great importance and decisive role that 
abundant United States food production can play in the implementation of these 
policies.” 

In this connection, we believe that food could and should be used to a greater 
extent than it is at present in the conduct of our foreign policy. We urge that 
you do what you can to increase the requirement under section 402 that specifies 
the minimum amount of food to be used in the conduct of the mutual-security 
program. If we can use food to replace dollars to a greater extent than at pres- 
ent, we certainly should do so. 

If the Soviet Union were blessed with such a treasure house of food and fiber 
as we have in the United States, we can be sure that it would be used for their 
aggressive, expansionist purposes. We should use our food in every way possible 
in the interest of a common effort among nations of the free world to achieve 
economic progress, to further democratic government, and to maintain peace. 
We support the use of food in establishing programs of general and vocational 
education in the lesser developed areas. It is difficult to raise economic levels 
to build democratic government or to maintain a modern army in a country where 
most of the people are illiterate. The bolstering of educational programs is a 
long-range program but so are the other objectives we seek. 

We in Farmers Union believe that we would do well to make decisions on what 
we do with our money on a long-range basis rather than look too much at our 
immediate interest. This involves doing more to help the people receiving aid 
under the program to help themselves. 

Technical assistance and loans for economic development are important parts 
of the long-range emphasis we have in mind. We urge, therefore, that you appro- 
priate all of the funds approved in the authorization bill for technical cooperation 
and for loans for economic development. 

Regarding the thinking of delegates to our recent national convention on eco- 
nomic development and the mutual-security program in general, let me quote 
again from our program: 

“We urge enactment of long-term legislation directing the use of the tremendous 
strength of United States food, technology and capital toward aiding the whole- 
sale economic development of less fortunate nations of the world. This must be 
done through full United States participation in programs of aid implemented to 
the fullest possible extent through the United Nations, and its specialized agen- 
cies, and through private nonprofit foreign relief groups. 

“Any such programs of assistance developed by our own nation must be kept 
entirely separate from the necessary military devices of foreign policy. Such 
programs of aid must not be used in such a way as to interfere with the self-deter- 
mination ambitions of any nation, nor to perpetuate totalitarianism or colonialism. 
The ultimate aim of any such program must be to promote the material well-being, 
employment, production, trade, and investment in ways that will enrich human 
life, eliminate economic weaknesses and promote an increased rate of economic 
development and growth.” 

I respectfully request that this letter be inserted in the record of hearings on 
mutual-security appropriations. 

Sincerely, 


JAMES G. Patton, President. 





526 MUTUAL SECURITY APPROPRIATIONS, 1959 


COMMITTEE RECESS 


Chairman Haypen. The committee will stand in recess until 2: 30, 
when we will hear Secretary Dulles. 


(Thereupon, at 12:55 p. m., the committee was recessed, to reconvene 
at 2: 30 p.m., same day.) 


AFTERNOON SESSION, FRIDAY, JULY 18, 1958 


The committee met at 2:30 p. m., pursuant to recess, in room F-37, 
the Capitol, Hon. Carl Hayden, chairman of the committee, presiding. 

Present: Chairman Hayden, Senators Chavez, Ellender, Robert- 
son, Magnuson, Stennis, Johnson, Pastore, Bridges, Saltonstall, 
Young, Knowland, Thye, Mundt, Dworshak, Dirksen, and Ives. 


MUTUAL SECURITY PROGRAM 
DEPARTMENT OF STATE 


STATEMENT OF HON. JOHN FOSTER DULLES, SECRETARY OF STATE 


Support OF MUTUAL SECURITY APPROPRIATIONS 


Chairman Haypren. The committee will be in order. This is the 
final hearing on the bill which has been pending before the committee 
for a considerable time. We are glad to have the Secretary of State 
with us. He informs me that he has a very important engagement 
at 4 o’clock. He would like to make that appointment if he could. 

Weshall be pleased to hear from you, Mr. Secretary. 

Secretary Duties. Thank you, Mr. Chairman. 

I appear in support of appropriations to implement the mutual 
security program which the Congress has authorized. I do so at a 
grave moment in history and under conditions that are obviously 
compelling. 

Events in the Middle East make it now more clear than ever that 


our Government needs the full amount which the Congress has author- 
ized to be spent on this program. 


AMOUNT REQUESTED 


The sum which the President requested for fiscal year 1959— 
$3,950 million—was the careful and conservative estimate of the ex- 
ecutive branch of the money needed to enable this program adequately 
to serve our Nation in fiscal year 1959. This request has already 
been reduced $274.5 million by the authorization act. The appropria- 
tion voted by the House takes away nearly $600 million more. This 
cut is so deep that the President, at the time, made a special public 
declaration that the House action “seriously endangers our security” 
and that it “is taking reckless risks with our safety.” 

That was a direct and clear warning by the Chief Executive, our 
Commander in Chief, to the people of the United States and to the 
Congress. The validity of that warning is borne out by subsequent 
events. They all too clearly demonstrate the need for every dollar 
that has been authorized. 
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I. FORCES FOR CHANGE 


The dangers against which the President warns flow from the 
powerful forces for change now at work in the world. These changes 
will destroy us if we merely sit on the sidelines as observers. 

1. There is the movement for national independence and economic 
betterment. Twenty nations with a population of some 700 million 
have recently gained independence. Others are moving toward this 
cherished goal. This spreading of political independence has gen- 
erated new hope among those who, having been bogged down for 
centuries in a morass of abject poverty, feel that political change 
should also bring with it economic change and a better prospect of 
their rising in the economic scale. Numbness is replaced by new 
aspirations. These have spread contagiously to others who although 
they may long have enjoyed political independence have never en- 
joyed economic good health. 

2. Communist imperialism seeks to intensify and direct this phase 
of change and thereby to gain control of Asia and Africa. Stalin, 
in his 1924 lectures on Leninism, pointed out that the road to victory 
in the West lay in “revolutionary alliances” with “colonial and de- 
pendent countries.” He went on to point out that the Communist 
strategy should be to whip up extreme nationalism in these areas— 
and he particularly mentioned Egypt—which would break their ties 
with the West. That, he pointed out, would leave these countries 
dependent upon the Soviet Union and make it easy to bring about 
their “amalgamation” into the Soviet bloc. 

By these tactics Communist imperialism has already gained much. 
If it should succeed generally, it would leave the United States en- 
circled and subject to strangulation, the result which has also from 
the beginning of Soviet communism been its ultimate goal. 

3. Another force for change is found in the aspirations of the peo- 
ples now under the heel of Communist imperialsm. They want again 
to have national independence and to exercise fundamental human 
rights. The captive people know that as the world goes, so they will 
go. If freedom wins elsewhere they too will gain freedom. But if 
their captors achieve elsewhere great victories and great prestige, that 
seals their doom for many a year. 


II. SIGNIFICANT DEVELOPMENTS OF THE YEAR 


Since I met with you a year ago, the pattern of Soviet policy has 
become more clearly revealed. Where the smile has failed to delude, 
it is replaced by a snarl. 


ABMS CONTROL 


We have made repeated efforts to find the way to reduce the dangers 
and costs inherent in modern armament. 

When the Soviet Union alleged, on the basis of false premises, that 
peace was endangered by the activities of our Strategic Air Command 
in the north, we promptly proposed that the northern area be subjected 
to international supervision to eliminate fear of surprise attack from 
either side. That proposal was vetoed by the Soviet Union. 
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Despite strange Soviet vacillations, we have finally brought about 
a meeting of experts at Geneva to study how an agr eement to suspend 
nuclear tests could be dependably supervised. This is encouraging. 
But our hopes were subdued by the speech of Chairman Khrushchev of 
July 12 when he said that there would be no far-reaching controls 
until there was trust in the Soviet Government. 

There is a long list of nations and individuals who have gone to 
their doom because they trusted Soviet promises. We hope that dis- 
armament need not await the time when trust is a dependable sub- 
stitute for caution. 

We believe that the Soviet rulers will yet come to recognize that 
adequate supervision against surprise attack, and controlled reduction 
of armament, are in their own interest. We shall continue to press 
toward these goals. But it would be reckless now to weaken the com- 
mon defense of the free world. 


SUMMIT MEETING 


We have also hoped that tensions might be reduced through a meet- 
ing of heads of government to discuss the problems which generate 
those tensions. 

The western leaders sought a meeting which would be adequate in 
scope and prepared as to substance. We were in fact negotiating at 
Moscow for such a meeting when, on June 11, 1958, the Soviet Union 

abruptly broke off these preparatory talks. 

Chairman Khrushchev last week said that it would be better not to 
have a summit conference than to have one at which there are dis- 
cussed “questions which should never be raised at a summit confer- 
ence at all.” As such questions he cited the reunification of Ger- 
many and the status of the nations of Eastern Europe, both subjects 
which had been discussed at the 1955 summit meeting. 

President Eisenhower said in his letter to Chairman Khrushchev 
of July 2, 1958, 


A meeting of heads of government would not respond to the hopes and 
aspirations of mankind if they met under an injunction that seals their lips 
so that they could not even mention the great political issues that gravely 
trouble their relations and endanger world peace. 

So while we continue to strive for a meeting at any level which will 


offer accomplishment and not deception, we have no present reason 
to be optimistic. 


AGITATION IN THE MIDDLE EAST 


The Middle East is especially an area of change and instability. 
There are tensions between the Arab States and Israel and ambitions 
based on pan-Arabism. The Soviet Union seeks to exploit these in 
pursuit of its revolutionary alliance strategy to which I have 
alluded. It hopes thus to gain control in this area of great natural 
richness where three continents meet. For the most part, its hand is 
hidden. 

Since the summer of 1955—a date which coincided with the Geneva 
Summit meeting—the Soviets have intensified their efforts. In 1947, 
they actively supported the creation of Israel. But recently they 
seek the favor of the Arabs by appearing to support them against 
Israel. They support by prop: aganda and diplomacy—by arms sup- 
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ply and economic penetration and by subversion—violent movements 
designed so to weaken the area, and to create such dependence on the 
Soviet Union, that the Soviets will be in effective control. Where 
we have striven for peaceful evolutionary solutions to national prob- 
lems, the Soviets have fomented revolutionary solutions. 

In recent weeks the Soviet Union has had further opportunities to 
pursue its designs. There has been a concerted movement which, 
in Iraq, has violently and totally liquidated the lawful Iraqi Govern- 
ment, which in Lebanon has turned internal differences into a cover 
for violent indirect aggression, and which in Jordan plots violent 
deeds such as occurred in Iraq. 

These developments have placed an additional and increasing bur- 
den upon our mutual security programs. 


THE THREAT OF SOVIET TECHNOLOGY 


Since I last appeared before this committee, Soviet developments 
show that great scientific and technical progress and much indus- 
trialization have been compressed into a very short period. The 
Soviet Union is now the second industrial nation of the world. 

We could welcome this development if it served primarily to bene- 
fit the Soviet people. Unfortunately, however, the greater part of 
their efforts is absorbed by vast military forces. heavy industry, and 
more recently, economic warfare. 

Mr. Khrushchev recently said : 





We declare war upon you—excuse me from using such an expression—in 
the peaceful field of trade. We declare a war we will win over the United 
States. The threat to the United States of America is not the ICBM, but in 
the field of peaceful production. 

There is unfortunately an element of truth in this declaration. We 
have, we believe, found the way to deter Soviet open military ag- 
gression. But we seem not yet to be aroused adequately to the 
danger of the Soviet economic offensive. 


Ill. DEALING WITH THE REALITIES WE FACE 


We are seeking in many ways to reach settlements which can help 
establish peace in the real meaning of the word. But meanwhile we 
must deal with the realities of the world as it is. For this, our mutual 
security program is a necessary and highly effective tool. 


PREVENTING WAR 


One basic purpose is to prevent war. Todo this we are maintaining 
powerful forces of our own at a cost of some $40 billion a year. But 
great as is our effort, we cannot, acting alone, be confident of deterring 
war. 

We have, therefore, joined with others to create a collective security 
system involving over 40 nations. As the Chairman of the Joint 
Chiefs of Staff told you last week, “our own security is inseparably 
linked to the collective effort” and “continued assistance to our allies is 
an indispensable part of our own national defense.” 

The deterrent to nuclear war, embodied in our own Strategic Air 
Command and advance naval forces, is heavily dependent upon for- 
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ward bases, air and naval, provided us by our allies as part of their 
contribution to the common defense. 

The second great military problem is the danger of local aggression. 
Although the United States has mobile forces to deal with such out- 
breaks, our basic reliance is properly on our allies to defend their own 
territory. 

Therefore, in Europe, in the Middle East, and in Asia we are pro- 
viding military assistance, principally in the form of equipment to 
allied forces willingly created to defend their homeland and to be the 
immediate strength to hold back local aggressions which could erode 
or even engulf the free world. 


ECONOMIC SUPPORT FOR OUR MILITARY ALLIES 


We have long since had to recognize that some of our most depend- 
able, but less prosperous allies cannot maintain agreed forces unless 
we contribute to the economies that sustain these forces. We do this 
through defense support. 

Most of the 12 nations for which this support is proposed are in 
highly exposed and vulnerable positions. 

Eleven of these nations either lie immediately upon the boundaries 
of the Communist bloc—Greece, Turkey, Iran, Pakistan, Thailand, 
Vietnam, Laos, and Korea—or are separated only by a narrow strait 
or strip of land—Formosa, the Philippines, and Cambodia. The 
12th, Spain, is more distant but of great strategic importance. 

Six—Spain, Greece, Turkey, Taiwan, Korea, and the Philippines— 
are the sites of major bases highly important to our own United States 
strategic forces. 

The cuts made in defense support last year left no margin for safety 
or progress in any of these countries. ‘They increased the danger of 
destructive inflation and popular unrest induced by the burden of their 
military establishments. 

The House figure of $700 million for this year would mean inflation 
and an unacceptable risk of disaster in Turkey, Spain, Korea, Taiwan, 
Vietnam, Pakistan,and Iran. Today is no time to reduce our support 
to these countries, among the most dedicated to the cause of freedom 
as against communism. The authorization total of $810 million is a 
bare minimum. 

The Congress has over the past few years provided substantially 
all of the funds requested by the President, the Secretary of Defense, 
and the Chairman of the Joint Chiefs of Staff for our own national 
forces. That same President, same Secretary of Defense, and same 
Chairman of the Joint Chiefs of Staff have stated to the Congress 
and to your committee that the collective defense system is an integral 
part of our own defense system, and that the funds needed for military 
assistance and defense support are as vital to our security as are the 
funds so willingly granted for our own forces. 


SPECIAL ASSISTANCE 


Special assistance is programed specifically for countries and pur- 
poses not embraced in military assistance and defense support. 

Assistance to countries which are not parties to our collective defense 
arrangements, especially in the Middle East, largely comes under the 
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item of “Special assistance.” So does assistance to the newly emerging 
nations of Africa. So does our vital program of ase for Bolivia. 
So do funds to demonstrate our support for the people of Berlin where 
we are an occupying power. The item is relatively small, the author- 


ization being only a little over $200 million, but every one of these 
dollars is vitally needed. 


CONTINGENCY FUND 


President Eisenhower originally asked the Congress to make avail- 
able to him a contingency fund of $200 million. The authorization 
poten this to $155 million. The House cut the appropriation to $100 
million. 

Of all the categories I have discussed, this is the only one for which 
every dollar is not clearly programed. 

In the world as it is today, in the cold but deadly war where the 
battlegrounds shift rapidly from place to place, where the means of 
attack frequently and importantly alter, and where intensity varies, 
there must be funds available to the President for use to meet unfore- 
seeable emergencies. 

Developments in this fiscal year since June 30 already create specific 
and immediate need for at least $50 million of these funds. Other 
needs which are evident in nature but not yet clear as to amounts show 
plainly that $150 million is a bare minimum to have available until 
the Congress returns in January. Then, in all probability, we will 
have to request additional contingency funds to carry us through 
the fiscal year. 

Let me add that the sum asked by the President was not a guess 
picked out of thin air. It was based on experience. For instance, 
in fiscal year 1956, $265 million of funds of this nature were needed ; 
in fiscal year 1957, about $215 million; and in the fiscal year just 
closed, over $160 million. 


DEVELOPMENT LOAN FUND 


I turn last to the most damaging reduction of all—the House cut 
of $325 million—54 percent—in the President’s request for $625 million 
in additional capital for the Development Loan Fund. 

The Development Loan Fund is the major element in our effort to 
assure the peoples of the less developed lands that they may, in free- 
dom, realize their economic aspirations and build solidly for the 
future. It is the alternative to a world dominated by the economic 
concepts of Sino-Soviet communism. It has attracted great attention 
from many parts of the world. 

In 1957, the President asked for $500 million for the first year of 
the Fund and an added $750 million for the second year—a total of 
$1,250 million for the first 2 years. He believed that was the amount 
the United States should have available for financing projects of great 
importance to the progress of friendly nations, but not appropriate 
for financing otherwise. 

The Congress appropriated only $300 million for the first year and 
reduced the authorization for the second year to $625 million—a 
potential total of $925 million in the first 2 years. The House has 
now reduced the appropriation to $300 million for the second year— 
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or a total of $600 million for 2 years—less than one half the amount 
needed. 

As Mr. Dillon has pointed out to you, the Fund has used up the 
$300 million already made available to it and has done so in one-half 
year of operation. The direct effect of the House action is therefore 
that the Fund must either cut its rate of operations in half—or stop 
dead and go out of business halfway through the fiscal year. 

This House action amounts to a determination that the United States 
should abandon a large part of the now free world to Communist 
imperialism. 

I ask you to assure the availability of the full $625 million requested 
by the President. 

I concur fully in Mr. Dillon’s statement that “in all gravity—the 
future of our country and the future of freedom in the world will be 
decisively influenced by your decision on this particular appropria- 
tion.’ 

IV. CONCLUSION 


These are hours of decision. We must implement policies which will 
affect the peace of the world and the destinies of our people for years to 
come. I do not doubt that we have and can find policies to enable 
freedom to serve the needs of a changing world and to prevail over the 
materialistic, atheistic policies of communism. But much depends on 
what we do now. 

The mutual security program, the future of which rests in your 
hands, is one of the most important of the tools with which to shape the 
future. Its power and effectiveness to do so will depend, first of all, 
upon the strength which your committee and the Congress give it. 

Chairman Haypen. Senator Chavez, any questions ¢ 

Senator Cuavez. I have, but not for the moment. 

Chairman Haypen. Senator Saltonstall ? 

Senator SatronsTauu. I would like to ask three questions if I may, 
Mr. Chairman ? 

IMPORTANCE OF CONTINGENCY FUND 


Mr. Dulles, do you place great importance on this contingency fund 
because of its flexibility ? 

Secretary Duties. Yes, sir. 

Senator Sarronstauy. If you had to give up something, but could 
not get all that you wanted in this bill, one of the things you would 
want most would be the contingency fund. Am I correct? 

Secretary Duties. Yes. But I do not like to make comparisons. 
It is a good deal like asking: “If you had to have one eye plucked out, 
which would you prefer to lose ?” 

Senator Sarronsrauu. I do not mean it quite in that form. I meant 
to put it in the form that this flexibility today under present world con- 
ditions is very, very important. 

Secretary Duties. It is immensely important. But to illustrate my 
point, I would not want to have us under the pressure of immediate 
events abandon something like the Development Loan Fund which is 
necessary in planning for the future. 

Many of these underdeveloped countries will be in the same plight 
then that the most backward of them are in today unless we can do 
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more forward planning. I think one of the weaknesses of a democracy 
like ours as against a more or less permanently established despotism 
is that the latter seem to think it can plan further ahead than we do. 
The Soviet Communists think in terms of what may be happening 10, 
20, 30 years from now—in terms of education, terms of teachers, in 
terms of youth, and in terms of the economic progress of the less 
developed areas. 

They are looking to see what will be the case 10 or 20 years from 
now. I would not want to see us lose sight of the long-range economic 
development program which is nec essary—just because there now 
exist very urgent, critical, and immediate requirements. As to your 
immediate question, Senator, certainly, under the conditions of today, 
I do not see how we can safely operate without a substantial contin- 
gency fund. 

Mr. Chairman, to what extent are my answers to questions going 
on the record ? 

Chairman Haypen. All of it. 

Secretary Duties. All of it unless I ask otherwise ? 

Chairman Haypen. Yes. Do you wish to say something off the rec- 
ord, sir? 

Secretary Duties. I may want to. I am quite sure I will before I 
get through. 

Chairman Haypen. V ery well. 

Senator Ture. Mr. Chairman, might I make inquiry if all in the 
room are cleared from an executive session standpoint. 

Senator Cuavez. The staff is; I don’t know about the outsiders. 

Mr. Murruy. All in the executive branch are cleared. 

Senator Tuye. These two soldiers here are cleared ? 

Mr. Murpnuy. Yes, sir. 

Senator Macnuson. What are they here for? 

Mr. Scorr. They brought the classified justifications, Senator, and 
keep track of them. They take them back to the Pentagon each day. 

Senator Satronstaty. Mr. Dulles, under those conditions, do you 
have more to say in answer to my questions? 


FUNDS RECENTLY ALLOCATED 


Secretary Duties. I wanted to illustrate the need for the full con- 
tingency fund by pointing out that the events in the Middle East have 
already led us to allocate $50 million out of the prospective contin- 
gency fund within the first few days of the present fiscal year. 
—. These needs seem to be extremely urgent under present cir- 
cumstances and we have, therefore, allocated $50 million right away 
within the first fortnight virtually of the present fiscal year. 

That illustrates how these situations become acute and require funds 
that were not previously programed. 

Senator Sauitronstatn. Now, Mr. Chairman, I have one more 
question. 





ANTICIPATED USE OF MUTUAL SECURITY FUNDS 


This statement of yours, outside of going into figures, is really a 
philosophy under which we are operating the mutual security pro- 
gram. Now we have this very difficult situation in the Middle East, 
a very unfortunate situation. Can you give us a little more detail 
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how you will use the funds of the mutual security in that area in the 
next year? Will it cut the need of them down, will it increase the 
economic need, or will the need go directly into the military budget 
of the Defense Department, or do you have anything you can tell us 
at this time on that beyond what your prepared statement says ? 

Secretary Duties. I would like this be off the record if I can make 
it so. 

Chairman Haypen. All right. 

(Discussion off the record.) 


MIDDLE EAST DIFFICULTY 


Senator ELLeNper. Were you not surprised when we had to send 
forces to the Middle East ? 

Secretary Duties. No. Wehave had contingency plans for that for 
quite some time. 

Senator Exrenper. What caused it? What was the difficulty? 
What brought it about? 

Secretary Duties. The final act that brought it about was the revolt 
in Iraq. 

Senator Exienper. We have been in Iraq for 7 or 8 years. We 
have given them over $50 million of military aid, and now that same 
military equipment is probably going to be used against us. 

(Discussion off the record.) 


SETTLEMENT OF ARAB-ISRAELI QUESTION 


Senator Extenper. For the past 5 years, Mr. Secretary, I have been 
sending reports to your office regar ding conditions that I found existed 
in the Middle East. I stated in those reports and I state now that 
you will never have peace in the Middle East until it is possible to 
settle the Arab-Israeli question. 

What has our State Department been doing in the last 5 years to 
bring about a settlement of the problem w hich exists between the 
Arabs and the Israelis? 

Mr. Secretary, I have been contending that we have been pursuing 
a policy of appeasing both sides, in “the hope that the problem 
would solve itself. I said that 5 years ago, 4 years ago, 3 years ago, 
2 years ago, last year and I am saying it ‘again. What specific thing 
have you done in the Middle East to try to settle that Arab-Israel 
question? Would you agree to what I have said? 

Secretary Dutzes. I think it is probably so, yes. 

Senator Eittenver. I have been sending my reports to your Depart- 
ment and have also filed them with the Appropriations Committee. I 
have stated in every report that the Middle East was the tinderbox of 
the world, and unless and until we were able to solve the Arab-Israel 
question we were going to be in trouble. 

The State Department has been following the policy of appeasing 
both sides in the hope that time will settle the thing, but it will not, 
in my humble judgment. 
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EFFORTS TO SETTLE QUESTION 


I wish you would point out to this committee the positive steps our 
Government has taken to settle the Arab-Jewish question. 

Secretary Duties. We have made, Senator, a series of proposals 
some of them for a total settlement, some of them for a partial step- 
by-step settlement, some of them publicly, most of them privately. 
That has been a continuous process, as far as I am concerned, ever since 
I became Secretary of State. 

Senator E,tenper. Can you be specific about the action you have 
taken? You agree with me, that unless the problem is settled we will 
be in trouble there and no peace in that area is possible ? 

Secretary Duties. I do not know what you mean by action. If you 
mean, have we sent out our Armed Forces to impose a solution on the 
area, we have not done that. 

Senator Ettenper. Certainly, Mr. Secretary, I am not even suggest- 
ing that. Iam talking about solving a serious problem by getting the 
parties together. I believe, Mr. Secretary, that if the conditions re- 
main as they are now, within the next few years, maybe within the 
next few months, we are going to have to choose sides, either go with 
the Arabs or go with the Jews. 

Secretary Duturs. I have said, Senator, that I do not think there 
has been a single period of 3 months when we have not attempted 
by public or private negotiation with the parties to find either a total 
or a partial solution to that problem. The broad outlines under which 
we have been working were set out by me in a speech which I made 
in August 1955 where I indicated a whole series of steps that we were 
prepared to take in order to help to bring that problem to a solution— 
steps relating to boundary problems, water development and irriga- 
tion problems, the handling of revenue, getting the refugees back to 
work, and so forth. I outlined a series of 8 or 10 major proposals. 

We have tried to get these proposals accepted as a whole. We have 
tried to get them accepted separately step by step. So far it has not 
been possible to bring about any result. We have conducted some 
very high level talks on a highly secret basis. I can assure you that 
there has been no ignoring of that problem. 

Senator ELitenper. Mr. Secretary, are you willing to agree at the 
present time that the basic reason for the trouble now existing in 
the Middle East is the problem between the Arabs and the Israelis? 

Secretary Duties. No. 

(Discussion off the record.) 


VALUE OF MUTUAL SECURITY PROGRAM 


Senator Satronsratt. Mr. Dulles, my question is this: We will 
probably adopt at this session of the Congress in a very few days a 
very large defense appropriation for the Defense Department. Un- 
doubtedly it will be more than was in the original estimate by the 
President. We will not get the full value of that large appropriation 
and large defense effort unless we continue this mutual security pro- 
gram in a form that will give confidence to the people in what we 
are trying to create this program for. 

Is that not a correct statement ? 
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Secretary Duttes. Yes, sir. It is my considered opinion that un- 
less you supplement your national defense program of some $40 billion 
by this program, your $40 billion will be, in effect, 50-cent dollars. 


PROPOSED MILITARY REDUCTIONS BY EXECUTIVE BRANCH 


Senator Cuavez. I am chairman of the subcommittee that handles 
that bill. We have had hearings from the sixth day of June until a 
day or two ago. If that is the case, why is it that the executive 
branch of the Government wants to cut down the Army, wants to cut 
down the Marine Corps, wants to cut down the other people who 
carry out the idea that I feel is good ? 

Why would the executive department want to cut down the Army 
from 900,000 down to 870,000, and the Marine Corps from 200,000 
down to 175,000? 

Secretary, Duties. Senator, I could answer that question and I 
would be in contempt if I did not. But I really think that the Defense 
Department people are far more qualified to answer that than I am. 
While I ae attempt an answer, I would like to be excused from 
answering because the question is really within the Defense Depart- 
ment’s jurisdiction. 

Senator Cuavez. I want to emphasize that the Congress is really 
doing more to carry on the idea that you have in mind than the 
executive department. 

Secretary Dues. I think, Senator, that the point that I understood 
Senator Saltonstall made was that we have an integral global program, 
you might say, and that if we merely implement adequately the portion 
that relates to our national forces and do not adequately supplement 
it by the mutual-security program, the value of what we do for our 
purely national forces will, in effect, be cut in two. Our national pro- 
gram would then be amputated in a very serious way because we count 
very largely upon—and this touches perhaps on the answer to your 
question, although I cannot answer it adequately—but we count very 
largely upon the ground forces of the other countries to supplement 
our own. 

If we had to have, ourselves, all the ground forces that were needed 
all around the world, it would be almost prohibitively expensive. 


ALLIED FORCES IN LEBANON 


Senator Cuavez. Who is helping us in Lebanon outside of ourselves 4 
Secretary Duties. There is an army there that is as big as seems 
appropriate and would have been quite adequate if Lebanon only had 
to meet the problems of internal disorder, not fomented from abroad. 
But you cannot with those forces meet the kind of threat 

that they are up against at the present time. 
Senator Cuavez. My statements or questions are not with the idea 


of criticizing. The only thing is this: I am very doubtful about our 


so-called allies helping in any way, shape, or form. 
Chairman Haypen. Senator Young. 


GRAVITY OF SITUATION 


Senator Youna. Secretary Dulles, I would not want to be in your 
shoes. I do question some of our programs. We are in a grave 
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situation, one in which we could find ourselves in total destruction 
unless we do find an answer to the problem. 

Secretary Duties. That is correct. 

Senator Young. I used to vote for these programs but discontinued 
because I thought we were going too far in some directions. For ex- 
ample, in Iraq we had provided about forty-some million dollars in 
military equipment. What good does it do to help a country like 
that, give them military equipment and train her forces, when a hand- 
ful of people can take over the government within hours, and appar- 
ently with popular support. 

I read from my papers that when the new head of government came 
back from Saudi Arabia hundreds of thousands went out to greet 
him. What can you do in a country where the vast majority of people 
are on the other side? 

Secretary Duties. It remains to be seen whether the vast majority 
of the people are on the other side. Iraq is not the only country in 
the world where the people that seem to be on top draw the plaudits 
of the mob. 

Now, I am quite prepared to admit that what happened in Iraq is 
not only a very shocking thing, but has in many ways shaken the 
governments in manv countries of the world because it represents a 
technique which is extremely difficult to combat. 

(Discussion off the record ) 


LACK OF U. N. SUPPORT 


Senator Younc. We probably had to send troops to Lebanon. We 
probably had to do it. It is discouraging, though, to note so many 
other countries in the U. N. are not in accord with us. What is the 
future when we lose the support of the other U. N. nations? 

Secretary Dutues. I think it is difficult to generalize about that. I 
do not know how much support we have lost. There is the so-called 
neutral bloc whose support we never have had. There are people who 
are frightened by what has happened. I don’t blame them for being 
frightened. There are always people in the world who would like to 
try to avoid trouble by giving in to it peacefully. 

One of the most popular events of recent years was when Chamber- 
lain came back from Munich. He was hailed. We could have had a 
Munich here all right, and we would have been very popular. We 
are facing up to very serious trouble. It is impossible to know where 
it is going toend. Iam sure that even though we lose some popularity 
from people who would far rather see these things settled by conces- 
sion, by giving in, we are doing the right thing. We are in a better 
position to face up to it now, Senator, than we will be perhaps a few 
years from now when these missiles perhaps begin to dominate the 
world. 

Chairman Haypen. Senator Magnuson. 


POSITION ON SUEZ SITUATION 


Senator Magnuson. What is bothering me, Mr. Secretary, is, didn’t 
we in effect give in on the Suez situation ? 

Secretary Duties. No, sir. 

Senator Magnuson. We did not? 
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Secretary Duties. I do not know what you mean by giving in. 

Senator Macnuson. By not backing the British, the French, and 
Israeli. What I am trying to suggest is that there have been several 
suggestions, since this happened, to the effect that we took one moral 
position in the Suez situation. Now we are taking another moral posi- 
tion, or reversing our moral position in the eyes of all these people in 
the Lebanon case. 

I do not know whether that is correct or not, but some of the astute 
people that follow this seem to think so. 


U. N. CHARTER AND NATO PROVISIONS 


Secretary Duties. Let me say to you that in my estimation it is most 
emphatically not correct. The position we took in the Suez case was 
that, because of the provision of the United Nations Charter which 
says that one state shall not attack with an armed force the terri- 
torial integrity of another state—and a similar provision is in the 
North Atlantic Treaty—that we could not expect the United Nations 
to survive or North Atlantic Treaty to survive if we were indifferent to 
what appeared to be a clear violation of these provisions. 

Surely there is a difference between attacking a nation with violence 
and going to the defense of a nation which is attacked by violence. 

If you say those two things are just the same, then I do not see 
how you can have any kind of world at all. 

The United Nations Charter invites people to come to the help of 
those who are subject to attack. The United Nations Charter invites 
and requires nations not themselves to attack. In both cases we are 
conforming precisely with the letter and with the spirit of the United 
Nations Charter. 

Senator Magnuson. Suppose the United Nations does not back us 
up on this, would we not in effect have the reverse result by not keep- 
ing within the United Nations framework on the Lebanese situation ? 
We went in unilaterally, did we not ? 


RIGHT OF COLLECTIVE SELF-DEFENSE 


Secretary Duties. We sent forces into Lebanon on our own decision 
following a request from the Lebanese Government. We have not ever 
gotten the United Nations consent to our sending United States 
forces to any one of the 30 and more countries where they exist 
today. 

We don’t have United Nations consent to having American forces 
in Italy. France, Germany, Janan, or Formosa. There is no rule in 
the world that you cannot send in forces at the invitation of a’friendly 
government. We have at times had forces from other countries here in 
our countrv. We don’t ask the United Nations consent to do it. That 
is part of the principle expressed in article 51 of the Charter which 
savs that nations have the inherent right to exercise the right and 
privilese of collective self-defense. As long as vou are working for 
self-defense you are fully within the confines of the Charter. And we 
have never accepted the principle, nor would we ever, that we cannot 
send forces to a countrv at the invitation of its government without the 
consent of the United Nations. 

Senator Macnuson. Would that apply if the dispute was purely 
domestic? You said in this case we had not at the time shifted our 
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moral position because we were coming to the aid of a friendly 
country which was having trouble. Was there an invasion of 
Lebanon ¢ J 


Secretary Duzues. Yes, in effect there was an invasion of Lebanon. 
( Discussion off the record.) 





STIMULATION OF UNREST IN MIDDLE EAST 


Senator Know.anp. Mr. Secretary, following up on the statements 
and questions of Senator Magnuson, is it not true the basic difference 
between intervening in a country which had a purely indigenous 
rebellion and the situation which we were confronted with in the 
Middle East was that there had been a constant outside stimulation 
of the unrest of the country by radio, by pamphlets, by agents and 
finally by the actual placing into Lebanon of actual individuals, arms, 
and ammunition, and does that not make a very distinctive difference 
between a purely indigenous rebellion and the situation with which 
we were confronted in Lebanon ? 

Secretary Duties. Yes, sir. 


IMPACT OF GEOGRAPHICAL LOCATION 


Senator Knowtanp. Secondly, is there not a great difference be- 
tween the geographic area in which a situation might develop and its 
importance to our own vital interests throughout the world and the 
vital interests of the free nations? If something was taking place 
in a completely isolated area our determination might be something 
different, but you cannot disassociate, can you, the geography of 
Lebanon, and in the case of the British action in Jordan, from those 
people who are associated with us in the North Atlantic Alliance; 
namely, Turkey as an example. 

Is it your judgment that should Iran, for example, fall to a coup 
of the type stimulated in Iraq that that would greatly endanger an 
outflanked Turkey ? 

Secretary Duties. That would have very serious consequences; yes. 

Senator Know.anp. So that the geography of the area may have 
a great deal to do with the decisions which you would have to take? 


ORGANIZED ATTACK AGAINST GOVERNMENT OF IRAQ 


Secretary Duties. It has, but I would like to add, Senator, that 
in this particular case the decisive element I think in the mind of 
the President and in my own mind—an even more compelling one 
than the question of geography—was the fact that there had occurred 
within a few hours an obviously highly organized attack which wiped 
out all elements of the Government of Iraq and a comparable plot was 
barely thwarted in neighboring Jordan. It seems as though a tech- 
nique was in operation which, unless somebody from outside came in 
to restore confidence, would have swept away all governments in 
that area. 

The head of state of Lebanon, backed by the unanimous request 
of all members of his Cabinet, asked for help against a menace which 
was obviously far beyond any capability they had to deal with. If 
we had not responded, the consequences would have been, in my 
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opinion, disastrous throughout a very great geographical area, going 
far beyond the immediate Arab section of the Middle East. 

Senator Knowxanp. I think that brings us to this issue which the 
Senators here have mentioned, and which I know has been mentioned 
elsewhere. That is, the concern relative to either the disinterest or 
lack of interest of some of the members of the United Nations. 


VITAL STAKE OF SMALLER NATIONS 


Now, it does seem to me that the smaller nations of the world are 
the ones who have the most vital stake in the establishment of a 
system of international law and order. Would you not agree that 
that is true? 

Secretary Dunes. Yes. 

Senator Know.anp. Now, I would like to ask, Mr. Secretary, these 
smaller nations must recognize that during W orld War II Holland 
was overrun in 5 days, Belgium was overrun in 7 days. During the 
Hungarian crises in the 5 or 6 days that the Nagy government 
existed, the matter was before the United Nations, they ran into a 
veto of the Soviet Union in the Security Council, they ran into a 
filibuster by the Communists and the neutralist powers in the General 
Assembly and by the time they had passed 10 resolutions, freedom 
had been strangled to death in Hungary. 

Now these countries must recognize that unless some means can 
be devised so that a country can de protected against being nibbled 
away, that even if you have a United Nations force in being of 100,000 
men, if they could not be put to effective use because of the Soviet veto 
or a filibuster in the General Assembly there is nothing to protect 
them. Why can they not be made to realize that they have a great 
stake in this action in the Middle East that has been taken ? 

Secretary Duxxes. I think they can be and I hope that they will be. 
I think that if we have the time to make our case and explain certain 
conditions we can bring home to them facts such as those brought 
out in this document which was released by the State Department + on 
July 16. We can make an overwhelming case and demonstrate that 
the policies we are following are not only permissible under the United 
Nations Charter, but even necessary under the United Nations Char- 
ter, in order to allow small nations to survive. 

I think we are carrying the flag here for every small nation in 
the world. Lhope they realize it. 

Senator Knowrianp. I hope when they go to a rolleall in the Gen- 
eral Assembly they recognize that that is going to be there for all 
time to come as to whether they think that they themselves can depend 
on the delays caused by a Soviet veto and perhaps delaying tactics in 
the General Assembly. 

Senator Magnuson. Could I ask this question ? 

What bothers me, Mr. Secretary, is that in Lebanon, so far as I 
know, there are no foreign troops, no foreign bodies. The fighting is 
between the Lebanese. ‘There may be some Syrian troops, I don’t 
know. But we send arms to countries. If Syria sends arms into 
Lebanon how can we consistently say they should not be allowed to 
do it if that is the way they feel about it ¢ 
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U. N. RESOLUTION ON CIVIL STRIFE 


Secretary Duties. To my knowledge, we have never sent arms to a 
country in order to ‘foment a revolt against the lawful government. 
In 1950, in a resolution called Peace and Deeds, the United Nations 
General Assembly said in substance that the greatest crime against 
peace was the fomenting of civil strife by one country against the law- 
ful government of another. That resolution was adopted virtually 
unanimously, except for five negative votes. The only negative votes 
were the votes of the Soviet bloc in the United Nations. 

That resolution followed a whole series of events which involved 
the Soviet effort to take over Greece through fomenting a Communist 
rebellion in Greece, to take over Czechoslovakia, and agence events 
in many other places of the world. Largely this tactic was used to 
take over China. The civil strife was fomented from the Soviet Union 
by giving them Japanese arms and equipment so that they could 
overthrow the regular government. That practice was then denounced 
and, I would say, since 1950 has been very largely eliminated. 

Now it is being revived. If we are going to sit quietly and say it is 
all right for this to go on, I will say to you there will not be many 
friendly governments left in the world. Their leaders will all be 
murdered and their bodies dragged through the streets like they were 
in Iraq. 

Chairman Haypen. Senator Stennis. 


LACK OF EUROPEAN SUPPORT 


Senator Stennis. Mr. Dulles, I was interested in Senator Know- 
land’s question. I voted for the Middle East resolution. I did not 
have any hopes that you could settle the Arab-Jewish controversy or 
bring democracy in the Middle East. but I was sold on the proposition 
of the importane e of oil and the necessity of oil for Europe. Now 
your going into Lebanon with troops is part of the Middle East pic- 
ture. It is not an oil country, but it is part of the Middle East. Iam 
amazed over the lack of support in Europe. Sweden in the United 
Nations has proposed an alternative resolution. I have not seen any 
of them jumping up and applauding, giving moral support, or saying 
ee Weren’t you disappointed and surprised in that? 

Secretary Duties. Not entirely so. As I indicated in answer to a 
preceding question, there are a great many countries that have one 
dominating fear, and that. is that general war will break out. between 
the Soviet Union and the United States. They would rather have us 
give in at any point where that seems to threaten. 

Senator Knowianp. At any point short of their borders, probably. 

Secretary Dut.es. [Statement off the record.] They feel that the 
fact we stood firm here in Lebanon may bring a general war nearer. 
That, in my opinion, is the explanation why-many 2 are shrinking away 
from this action which has taken place. 

Senator Srennis. Does that explanation go for the great. countries 
of Scandinavia, West Germany, Holland, France? Even in E ngland 
there was a rather close vote on the proposition of censure for going 
into Jordan. 

Secretary Duties. The vote in England was the purely normal 
routine. 

Senator Stennis. Forty-five percent of it was adverse. 


tl 
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PARTY VOTES OF NO CONFIDENCE 


Secretary Duties. That was the regular opposition party vote. 
As a matter of fact, the Government picked up a few votes that they 
don’t usually have from the opposition. 

Senator Srennis. The Middle East resolution was not a party 
matter ? 

Secretary Duties. We are more fortunate in that respect than the 
British are. It used to be in England that foreign policy was not a 
matter of domestic politics. It is considerably different at the pres- 
ent time. It is quite customary now to have opposition party votes 
of no confidence on foreign policy issues. 

(Discussion off the record.) 


NEED FOR CLARIFICATION OF SITUATION 


Senator Srennis. I will not take any more of your time. I want 
to commend you on your statement here about the basic trouble in the 
Middle East. I venture to suggest that you and the President would 
do well to tell the American people just what you see in that picture 
because there is a lot of confusion, I am certain about it. I would like 

ou to make a public statement about this picture you see in Europe 
cause I believe this situation is going to become a great disappoint- 
ment to the people. 

Secretary Dutuzs. Yes, I agree. 

Chairman Haypen. Senator Thye. 

(Discussion off the record.) 


EDITORIAL COMMENT 


Senator Dworsuak. Mr. Secretary, it has already been emphasized 
that we are not getting much encouragement or support from the 
United Nations. I want to call your attention briefly to an editorial 
appearing in the Washington Daily News, a Scripps-Howard chain 
newspaper, today. Probably you read the editorial of Danger on the 
Diplomatic Front. It refers to the military actions already taken in 
sending troops to Lebanon and the action of the British. I want to 
quote these paragraphs. 


Meanwhile, however, we have been outmaneuvered on the diplomatic front. 
The revolt within the United Nations against American leadership is exceed- 
ingly serious. 

The combined Soviet-Nasserite bloc has been joined not only by fellow-travel- 
ing neutrals such as India, but also by neutrals who hitherto have leaned toward 
the West. Sweden is heading the vicious movement for the U. N. to wash its 
hands of Lebanon and Jordan, and to defeat the United States resolution for a 
police force to replace our troops. 

Worse, some of our closest allies are siding against us. Among these are 
some Latin American and NATO governments. Even Canada was working 
behind the scenes with Sweden until Britain joined with the United States in 
military intervention. 

Now Russia is so confident of the tide running against us that she is demand- 
ing a special session of the U. N. General Assembly. 


What I want to ask you is, What are we going todonow? We have 
friends abroad when we dish out financial aid, but few friends when 
trouble occurs. 

Now, can we rationalize unilateral action throughout the globe with 
any hope that we may be successful when we can expect spiritually no 
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hope from the countries whom we have considered friendly in the 
past and who have been beneficiaries of our largesse and our mutual- 
security program? Can you tell us briefly ? 

Secretary Duties. I would say that I think the editorial view ex- 
pressed there paints a somewhat more gloomy picture than I think 
the facts justify, although neither I nor the editorial writer can pre- 
dict with accuracy just what is going to happen. 


QUESTION OF EXTENT OF UNILATERAL ACTION 


Senator Dworsuak. It already is apparent that our friends in the 
United Nations are deserting us. What are they doing? They are 
glad to sit in the bleachers and watch us take unilateral action. If 
we win, that is fine; if we lose, all right. It has frequently been said 
in hearings before this committee on this foreign-aid bill that we have 
few friends, if any. They are neutrals. We can fish out money to 
India, to all these countries, and they accept that. Then when we 
get into trouble, what do they do? They cut our throats in the United 
Nations. 

I know you cannot control their actions. The question, How far can 
we go into pursuing unilateral action? You are a realist, Mr. Secre- 
tary, and I admire the work you have done, but we are facing a tragic 
situation, and can we commit 170 million peonle to police the entire 
world today ¢ 

Secretary Duties. No; I don’t think we can. 

Senator DworsHak. With either our finance or with our manpower. 
I think you are receiving fairly overwhelming support in what actiou 
has already been taken, but whether you justify it, as Senator Mundt 
has said, or whether we will face inevitably the developments involv- 
ing the crafty timing of the Soviets—they won’t come out directly; 
they will do it indirectly through their pawns in the countries which 
they can influence—that is a serious situation. We have made a step; 
it is hard to back down. I think as a realist you and the President 
ought to be considering the eventualities. And I am sure you are. 

Secretary Duties. Yes, sir. 

Chairman Haypen. Senator Dirksen. 


FACT VERSUS PERSONAL OPINION 


Senator Dirksen. Mr. Dulles, last night, about 9: 30, one of our dis- 
tinguished colleagues, while we were still in session, nominated Walter 
Lippmann for Secretary of State. 

The world is full of Secretaries of State. I think we all think we 
are incipient Secretaries of State. I think every editor thinks he is. 

I have often wondered how much of this opinion is negative opinion 
and how much of it editorially has any foundation in hard intelligence. 
And by “hard intelligence” I mean verified by facts from abroad. It is 
always amazing that there are pontifical statements of what happened, 
and I wonder how much is based on fact and how much is just sheer 
personal opinion. 

Now I read all the columnists. They could all do a better job than 
you,I[amsure. Atleast they think they can. 

Secretary Duties. I don’t read them all because if I did I would 
get confused because they are not all in accord, you know. 
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I think on the whole, while these writers are undoubtedly gentlemen 
of a high order of intelligence, they do not possess the factor which 
you allude to: that is the hard information based on facts from 
abroad. 

Now we have, of course, a far-flung system; not only our diplomatic 
corps but Central Intelligence Agency, military attachés and the like 
who glean facts from all corners of the globe, and then we get it evalu- 
ated. They almost always conflict. 

If you acted on the basis of just one set of facts you would come to 
one conclusion. If you acted on the basis of another set of facts you 
would come toa diametrically opposite conclusion. You have to bring 
these things together, evaluate them, find out where the balance of 
probability lies, and then base your policy upon that. 

I am not critical of people who form opinions without having that 
information, because this is a land where everybody is entitled to an 
opinion. 

If I said nobody is entitled to an opinion unless he has all the facts, 
that would give me a monopoly perhaps in having an opinion. Even 
then I am not sure I have all the facts. So nobody would have an 
opinion. 

But our Government certainly has infinitely better knowledge of the 
facts than I think anybody else in the world has got. 


QUESTION OF FAILURE OF UNITED STATES INTELLIGENCE 


Senator Dirksen. I did not see the article and I draw entirely on 
the report, but it was reported to me that the Wall Street Journal 
earried an article to the effect that United States intelligence in this 
troubled area had failed. Would you care to make any comment 
either on or off the record ? 

(Discussion off the record.) 


SUMMIT CONFERENCE 


Senator Dirksen. Is the Summit Conference out? Is that a fair 
assumption for the foreseeable future? I should say the proposed 
Summit Conference. 

Secretary Dutxes. I see little prospect of such a conference in the 
foreseeable future in light of current developments. 

Senator Dixsen. Assuming that Iran or Saudi Arabia in addition 
to Iraq and Jordan and Lebanon had gone down the drain under this 
coup, would we not be justified in forgetting all aid to Asia, Africa? 
Could we sustain anything at all under the circumstances? 

Secretary Duties. I do not think that we would have had many 
reliable governments left for very long in Asia or Africa. 

(Discussion off the record.) 

Secretary Duties. Now I do not want to give any impression here 
that I think our present action has Perea ieee wee the scope of 
what may happen. I don’t know that it has. But I can say that the 


scope of it would certainly have been infinitely greater if we had not 
taken the action we did. 
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TRAQI OIL OUTLET 


Senator Dirksen. I have one other question. 

As I recall, the only outlet for Iraqi oil is by way of Tripoli in 
northern Lebanon and then to the Mediterranean. I have no recollec- 
tion of any other way to get that oil out from the Kuwait area. Is 
that correct ? 

Secretary Dunies. There is a spur line in the other direction to 
Baniyas in Syria. 

Senator Dirksen. Now this question I think will probably become 
important. I think Senator Mundt raised the question of the possi- 
bility of the Soviets putting some contingent in Iraq, particularly in 
those northern areas that are occupied by these rather nomadic Kurds. 
If that is the case Iraq could not get the oil out and something would 
happen to the economy there. So it is important to Iraq and it is 
important to Europe that the pipelines going to Tripoli and northern 
Lebanon be kept open and free from any sabotage and free from be- 
ing taken over by any hostile group. I would think that would pre- 
suppose the continuation of some troops in northern Lebanon for 
quite some time to come. Would that be your estimate of the situ- 
ation ? 

(Discussion off the record.) 

Senator Ives. I simply want to state that we owe a great deal of 
gratitude to the Secretary for the way he has been so lucid, frank, and 
helpful in his replies to the various questions, many of which have been 
very tough. 

WISHES OF LEBANESE MAJORITY 


Senator Magnuson. Mr. Secretary, I read this from the Wall Street 
Journal today because this is what I was thinking about last night. 
Here is what I think: we have to be back home. They say—and I 
will not quote the editorial—this time it is the United States that ap- 
pears to them to be using its force to prop up shaky governments. 
The United States appears to be forcing upon foreign lands its own 
concept of order. 

Now the premise is all wrong if the governments among their peo- 
ples are not shaky, but I will ask you, Would not the premise be right 
if the majority of people in Lebanon wanted to do what the rebels are 
doing? Would not their premise be right then ? 

Secretary Duties. If the will of the people expressed itself through 
constitutional channels. 

The government in Lebanon was chosen in a free election. There 
was no claim of violence, fraud, or anything else in the elections a lit- 
tle over a year ago which put this Government into power. 

I don’t know of any government in the world, outside of our own 
and a few others, which has as good a title by having been freely 
chosen by the people as that in Lebanon. 

(Discussion off the record.) 

Chairman Hayven. Mr. Secretary, we thank you for your appear- 
ance, 
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MATERIAL FOR RECORD 


At this point in the record, we will insert various information 
which has been submitted in response to various requests during the 
hearings. 


(The material referred to follows:) 


ICA REPLIES TO CRITICISMS OF THE FOREIGN AID PROGRAM 


(See p. 270) 


JULY 15 REVISIONS oF House Foreign AFFAIRS COMMITTEE PRINT OF Marcu 14, 
1958 


Of the 96 items covered in the House Foreign Affairs Committee print of March 
14, most pertain to situations which are completed, misinterpreted, or erroneous. 
Several, however, relate to continuing and developing situations and on others 
new facts are now available. 

The following are revisions of 13 of the items. The remaining items have 
been reviewed and are believed to be still appropriate. New or revised ma- 
terial is indicated by opening and closing asterisks. 


Question No. 2 


Eugene Castle alleges that 4 years ago there were 9,793 persons on the Govern- 
ment’s foreign-aid payrolls and that today there are 18,891 employed in the ICA, 
State Department, and Defense Department to give our resources away. 

(a) Is this correct? 

(b) What are the correct statistics? 

{c) If there has been a growth, what has been the occasion for this growth 
in employment? 


Answer 


(a) The criticism does not indicate the date or period as of which we were 
alleged to have 9,793 persons on the foreign-aid payroll. Our records do not 
reflect any figure which corresponds with that indicated above. 

(b) Assuming “4 years ago’’ was intended to mean 1953, records of this 
agency indicate the following personnel strength as of December 31, 1953, and as 
of December 31, 1957, in the International Cooperation Administration, the De- 
partment of State, and the Department of Defense employed in connection with 


the mutual security program: 
** * 


| 
| 
| 
| 
| 
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Estimated, 
June 30, 1958 


International Cooperation Administration: 
United States nationals paid directly or indirectly from | 
MSP funds: 
Washington s 
Se ee Oe ee en ee eee sie a tt ely bates | 


Subtotal 
Foreign nationals paid directly or indirectly from MSP | 
NR Ss. ad abs ae AL. sides. cbceia aie beans 
United States participating agencies paid indirectly from | 
BEDS EE. tcndadeometrmbsruel anise mpeateduaeatinaedas aaa 587 








Total personnel paid directly or indirectly from MSP 


CG Re citdave sts cns demmitinbentsbnenh crimes | 71 | 10, 928 
Foreign nationals paid from Trust Funds................- , 2, 245 | 


Total funded employment , 855 | 13, 173 








Department of State: 
United States nationals paid directly or indirectly from | 
MSP funds: 
Departmental 
Foren Ser Vi0d OVETRGE. . <cncscdncancandscccesaencies 


Subtotal 
Foreign nationals paid directly or indirectly from MSP | 
PS adands dans adalat cntndaindmmuedlamaiaini imme 
Total personnel paid directly or indirectly from MSP | 
GUN i) cccotncxsdaciniecd solace 2, 877 | 3, 230 3, 327 


Department of Defense 
United States nationals paid directly or indirectly from | 


MSP funds: United States civilians ___- -| 18, 502 | 13, 383 13, 203 
Foreign nationals paid directly or indirectly from MSP | | 
ean lcteren Gases iter entcacanecsaeeiaee een aieaeeeiaieaadeie 707 1, 944 | 2, 024 





Total personnel paid directly or indirectly from MSP | 














TRIS aii cosesncnce tint cite ce lc cats rina clematis 19, 209 15, 327 | 15, 227 
Military personnel participating directly or indirectly | 

in MSP activities, whose pay and statutory allowance | | 
are paid from military department appropriations- ----. 5, 492 | 8, 739 8, 030 
Total funded employment................-... een 24, 701 24, 066 | 23, 257 

RECAPITULATION 

Number of personnel paid directly or indirectly from MS SP | | 
DRE ce o8. cc eae ats chide akc cee teedkenapees 28, 657 | 29, 485 | 30, 181 

Number of ‘personnel participating in MSP whose salary is | | 
financed from non-MSP sources..-.... autneubiisiginmiulegen tineneieed | 7, 776 | 10, 984 | 10, 380 
Total personnel participating directly on MSP activities... | 36, 433 | 40, 469 40, 561 








Notre.—This constitutes an extensive revision of earlier data. It is based on more accurate personnel 
analyses and incorporates a different and more inclusive definition. The principal additions are (a) ICA— 
foreign nationals paid from trust funds; for administrative convenience personnel in this category are con- 
sidered as United States employees, but their cost is covered by the host government’s funds; (5) State— 
foreign nationals providing administrative support to MAAG’s are now included in the 1957 and 1958 
figures; (c) Defense—civilian personnel engaged in such activities as materiel procurement, handling, 
inspections, and maintenance, 

* ea * 
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(c) The increases in staff under the economic-aid portion of the mutual 
security program during the last 4 years are the product of two principal factors: 
(1) Continued emphasis on project-type aid, particularly technical 
cooperation ; 
(2) Extension of assistance or significantly increased programs in newly 
developing countries. 

The technical-cooperation program accounts for approximately 86 percent of 
ICA’s total personnel strength although appropriations for the carrying out of 
such programs represent only about 8 percent of total funds made available for 
the economic-aid program. Obligations incurred under the appropriations for 
technical cooperation have increased each year and this accounts in part for the 
corresponding increase in personnel. For example, obligations of technical- 
cooperation funds were $113,676,000 in fiscal year 1955, $126,889,000 in fiscal year 
1956, and $129,185,000 in fiscal year 1957. In addition, program requirements 
under the technical-cooperation programs have caused a progressively larger 
proportion of available technical-cooperation funds to be spent for direct hire of 
United States personnel. In fiscal year 1954 only 17.9 percent of the appropria- 
tion was used for United States personnel. By 1957 this percentage had in- 
creased to 25. 

Furthermore it should be noted that the countries in which current programs 
have been expanded, as well as those in which new programs have been under- 
taken, tend to be the newly developing nations. These do not have enough econo- 
mists, engineers, and technicians to plan and supervise projects. Such scarcities 
make necessary relative larger numbers of ICA staff, as technicians, programers 
and auditors. 

In addition, the expansion of ICA programs to newly developing countries 
tends to emphasize project aid, which includes technical cooperation as well as 
a significant segment of other funds such as defense support, as compared with 
the commodity import program generally characterized as nonproject aid. Proj- 
ect aid is the great user of ICA technical staff, since in project work, personnel 
must be employed as technicians to work with, and train host country technicians; 
perform required contracting, procurement and training activities, and to screen 
pronosed projects. 

While the above information explains some of the factors which have ac- 
eounted for the increase in personnel, it should be noted that more detailed in- 
formation concerning personnel needs and specific justifications to support such 
requests are furnished to the Appropriations Committees of both the House and 
Senate each year during the hearings relating to the Mutual Security Appropria- 
tions Act. 

The increase in * * * military * * * personnel employed by the Department 
of Defense is primarily due to the number of additional military assistance 
advisory groups (seven) activated since January 31, 1954. 

Moreover, subsequent to the Korean armistice, and the Indochina settlement 
in 1954, United States commitments necessitated increased staffing for MAAG’s 
in Taiwan, Vietnam, and Thailand. In the case of Korea, it was necessary to 
provide an increased personnel complement to administer the assistance ren- 
dered under the military assistance program. The vast majority of the additional 
personnel involved for MAAG, Korea, are actually assigned to United States 
tactical commands there, but have in addition certain responsibilities to the chief 
of provisional MAAG, Korea, for carrying out their duties under the military 
assistance program. Such personnel, therefore, have been included in the overall 
MAAG strength for December 31, 1957, indicated above. 

In addition to the number of MAAG’s activated since January 31, 1954, the in- 
crease in indigenous personne! is also attributable to the policy of making maxi- 
mum utilization of local employees in lieu of United States personnel. This 
results in substantial savings to the United States. In the case of certain MAAG’s 
in the Near East, the MAAG must supply much of their own support services due 
to the absence of United States tactical forces in the country or the lack of 
facilities in the Embassies concerned, i. e., Vietnam, Thailand, Taiwan, Cambodia, 
Pakistan. This factor further increases requirement for indigenous personnel. 

MAAG staffing is kept under careful scrutiny at all defense echelons to insure 
that strengths are maintained at the minimum level required for the successful 
accomplishment of essential MAP functions. It may be pointed out that a 12.9- 
percent personnel reduction within the officially established MAAG program is 
being implemented during fiscal year 1958. 
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Question No. 9 


Eugene Castle alleges that some nations spent our money for a multitude of 
unwanted and unneeded and wholly unsuitable public-works projects. 

(a) Is this true? 
ae ) What is the procedure utilized in selecting a project eligible for foreign 
aid? 

(c) What voice do we have and what voice does the recipient nation have 
in the selection and evaluation of projects? 


Answer 


(a) This criticism is certainly not true. Of course it is so generalized and 
sweeping as to defy a specific response. Such an answer would require knowl- 
edge of which projects, in which countries, financed by which United States 
money Mr. Castle has in mind and in what particulars he believes them un- 
wanted, unneeded, and unsuitable. 

Procedures developed by ICA and its predecessors make highly unlikely the 
expenditure of funds for any unwanted, unneeded, and unsuitable project, not 
to speak of multitudes of them. No ICA project, in public works or of any 
other kind, is even started unless and until specifically and formally requested 
by the cooperating country. So it can hardly be unwanted. Actually, each 
proposed project represents the cooperating country’s judgment as the most 
desirable out of many desirable activities all fiercely competing for the limited 
aid funds available. In addition, in almost all cases the country itself must 
finance the bulk of the project cost from local currency resources, including 
counterpart funds, which are very short in relation to a multitude of competing 
needs. When, as frequently happens, the United States assistance is on a han 
basis and must be repaid, another factor militates against expenditures for uan- 
wanted projects. 

The likelihood of a project being unneeded or unsuitable is likewise remote 
in view of the screening which project proposals receive before they are ap- 
proved. These procedures * * * , the essence of which are made statutory re- 
quirement by the new section 517 of the Mutual Security Act, * * * are de- 
scribed in (b) below. 

It must be conceded that it is possible that in the course of supporting scores 
of public-works projects in dozens of countries over a period of more than 10 
years ICA and its predecessor agencies may have supported a few projects 
which some people with the benefit of hindsight might now consider undesirable. 
Such cases are likely to be ones associated with a “crash” program which ICA 
or its predecessors have been required to take for urgent political and economic 
reasons, such as the Iranian crisis of 1952. In any case where ICA has deter- 
mined that a public-works project is not wholly suitable, ICA has taken vigorous 
action to correct the situation and to maximize the project’s utility. 

(b) While specific ICA procedures for reviewing proposed projects vary some- 
what with the particular type of funds involved, projects generally go through 
the following steps before they are approved for financing with any funds con- 
trolled by ICA: 


(1) The cooperating country proposes the project and requests United 
States assistance. 

(2) The ICA mission in the cooperating country reviews the proposed 
project for its desirability, economic and technical feasibility, an cost. 
Where sufficient technical or economic data are not available, a special engi- 
neering or other survey may be required. 

(8) When the ICA mission is satisfied the project is sound, it submits it 
to ICA, Washington, for further review and approval. This review is carried 
out by United States economic and technical staffs, by specialized agencies of 
the United States Government, or by private firms under contract to ICA, 
as necessary. 

(4) Only when the project has successfully passed this total screening is 
it approved for financing. 

(5) At this stage a project agreement is signed between ICA and the 
eooperating country, specifying the details of the project and the contri- 
butions which each party agrees to make to its cost. 

(6) ICA technical staffs in the field and in Washington follow up on 
the implementation of the project to see that it is carried out in a satisfactory 
manner and in accordance with the agreement. 


2 
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This standard procedure is followed in cases of projects financed by defense- 
support or special-assistance funds under the Mutual Security Act. A somewhat 
less elaborate review procedure characterizes projects financed from counterpart 
funds or Public Law 480 local currencies. In the case of counterpart, the funds 
legally belong to the cooperating government and ICA’s review of proposed ex- 
penditures is understandably not as intensive as where United States Government 
funds are expended. In the case of Public Law 480 funds, the projects are in 
most cases financed on a loan, not a grant, basis, and ICA review depends upon 
the degree of consent given by the country in the underlying surplus agricultural 
commodities sales agreement. These agreements customarily require ICA review 
and approval of the specific projects but it has not been feasible to secure from a 
country purchasing our surplus agricultural commodities under Public Law 480 
consent to the same elaborate procedures for project review as they accord in 
the case of mutual security assistance funds. 

* * * (c) It is difficult to assign with precision the amount of voice each 
country has in the selection and evaluation of a project. The selection in the final 
instance is made by the recipient country on its best judgment as to its economic 
needs. This selection is then reviewed by our own technical and engineering staffs 
both in Washington and in the field to determine the engineering and economic 
feasibility of the proposed project. In addition, the State Department will have 
a voice with reference to the relation of the project to United States foreign-policy 
objectives. Thus, each party has a positive voice in the selection and evaluation 
of a project. * * * 

Question No. 10 


Eugene Castle alleges that we are giving $48 million annually to pay for pen- 
sions for overaged Chinese soldiers. Is this correct? 


Answer 


The ICA has neither set up nor financed a pension program for overaged 
Chinese soldiers. 

In 1954, the Chinese Government requested assistance from the United States 
to meet its urgent need for a program to increase the combat efficiency of the 
Chinese military forces on Taiwan by removing and replacing with fresh recruits 
some 80,000 overaged and disabled servicemen who came from the China mainland 
with President Chiang Kai-shek. Such assistance was an essential part of a 
joint Chinese-United States effort to increase the combat effectiveness of the 
armed forces on Taiwan. The release of the combat ineffectives to the civilian 
community would make them refugees in a sense as they had no family, home, 
or relatives to whom they could turn for assistance. Most lacked skills or crafts 
of the type to permit them to suport themselves in civilian life. The magnitude 
of this problem was such as to be beyond the financial capabilities of the Govern- 
ment of the Republic of China. 

After due consideration of the factors involved it was concluded to be in the 
interests of the United States to make available a total sum of $48 million of 
mutual security funds to help the Chinese Government not in setting up pensions, 
but rather in carrying out a positive program to find productive and permanent 
solutions to the problem. Accordingly, $6 million was allocated to the military 
assistance program administered by the Department of Defense for expenses 
connected with equipping and training the young replacements, and $42 million 
were economic-aid funds made available by ICA. * * * About $36 million of 
the economic aid has been in the form of local currency generated largely from 
the sale in Taiwan of United States surplus agricultural commodities, the balance 
has been in the form of United States dollar aid. 

The funds administered by ICA are being used as follows: (1) About $23 mil- 
lion for productive activities such as highway construction and forestry develop- 
ment by which the able-bodied soldiers are being converted into self-supporting 
civilians, and (2) about $19 million for the provision of hospital and other facil- 
ities for the treatment of the sick and disabled. The program was approved and 
initiated in 1955, and by the end of fiscal year 1958, United States-financed sup- 
port of the program was substantially completed within original budgetary esti- 
mates. There are no plans to request additional United States funds for this 
purpose. * * * 
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Question No, 12 

It is alleged that we have 200 United States engineers building a military high- 
way in Vietnam which has no military value. 

(a) Is it correct that 200 American engineers are so engaged? 

(b) What is the military value of the highway in question? 


Ansicer 

This statement is incorrect. 

ICA is contributing funds to the construction of * * * three * * * highway 
segments in Vietnam. The first, running from Saigon to Bien Hoa (31 kilometers) 
is the main north road out of the capital (Route 1). It is heavily traveled and is 
of great economic and strategic importance. 

The second road (Route 21) is the 160-kilometer stretch from Ban Me Thuot 
to Ninh Hoa, providing road communications with new resettlement villages 
which have been established by the Government of Vietnam to insure settlement 
of the area by loyal Vietnamese who will resist infiltration by Vietminh agents. 
The Government of Vietnam has stressed the importance of these settlements and 
the connecting roads to the defense and internal security of the country. 

* * * The third highway (Route 19), running farther north of and parallel 
to Route 21, is from Pleiku to Qui Nhon. Work has recently begun on this road, 
which has also been given priority by the Government of Vietnam for security 
reasons, As with Route 21, this road will connect newly settled areas with the 
coast, promoting internal security as well as providing a main defensive link in 
ease of aggression from the north. * * * 

The United States decision to assist Vietnam in the construction of highways 
has always been based on the urgent need to rehabilitate the war-damaged road 
system for the purpose of improving Vietnam’s defense potential, contributing 
to internal security, and providing a basic ingredient for economic progress. 
Completion of the highway system will facilitate rapid movement of the Viet- 
namese armed forces and the civil police. 

A United States engineering firm and a United States construction company are 
in charge of engineering and construction * * * at all three sites. * * * Total 
engineer personnel (including engineer types and including not only United States 
but all non-Vietnamese) employed on the highway projects by both companies 
has never exceeded approximately * * * 80 * * *. In addition to engineers, 
there are employees of management, administrative, and operational character. 
The number as well as the types of non-Vietnamese personnel who may be engaged 
on the highway projects is subject to ICA approval which is based upon a review 
of personnel needs to meet project objectives. 


Question No. 20 


It has been alleged that the United States undertook the building of a highway 
in Thailand for $6 milion and that this highway has already cost $18 million for 
half of the originally planned stretch. Is this correct? What are the circum- 
stances surrounding the construction of this highway? 


Answer 


United States support of the Northeast Highway project in Thailand was under- 
taken in 1954 on an urgent basis when Communist Vietminh troops penetrated to 
the northeast Thailand border and it appeared there was grave danger that 
neighboring countries, especially the former Indochina States, might fall to overt 
Communist aggression and subversion. Initially, the highway was conceived as a 
strategic road to the northeast so that Thai forces could more effectively use 
tanks and other vehicles furnished as United States military aid, to defend the 
area in the event of hostilities, while at the same time the great economic impor- 
tance of the road was recognized. 

The semiarid northeast of Thailand to be served by this road is relatively iso- 
lated, economically depressed, and vulnerable to subversion. The road forms 
“a main link in the vital transportation route from the port of Bangkok to land- 
locked Laos. The linking of Bangkok to the northeast with an all-weather road 
is of very high priority in the improvement of Thialand’s communications. Al- 
ready remarkable new economic activity is resulting as the road penetrates into 
the heretofore underdeveloped northeast. Agricultural diversification and proc- 
essing is essential to the development of economic self-sufficiency in Thailand 
and the northeast is the key area in this regard. 
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Because of the grave military situation existing when the project was initiated, 
it was considered necessary to start road construction quickly before completing 
detailed engineering studies and cost estimates. In lieu of such studies, it was 
arranged that detailed engineering would proceed concurrently with the con- 
struction. 

At an early stage a preliminary cost figure of $644 million (plus a $1 million 
Thai contribution) was suggested, based on generally unchecked Thai data. 
However, before ICA undertook to contract for any construction, an engineering 
reconnaissance survey was arranged in order to secure more realistic figures. 
This survey was not and did not purport to be detailed engineering study with 
precise cost estimates. The survey estimated a cost of $21 million for a 200-mile 
highway consisting of 2 principal parts: a first 100-mile stretch involving com- 
pletely new construction through difficult terrain ; and a second 100-mile section, 
largely involving bridge repair and the rehabilitation of an existing road, and 
therefore being the less expensive half of the project. On the basis of these 
reconnaissance figures it was decided initially to undertake only the first 100- 
mile stretch. 4 

The cost of constructing this 100 miles * * * has proved * * * greater than 
the estimates made in the initial 1954 reconnaissance survey for the following 
reasons: 

(a) Design criteria were revised upward upon the advice of the Department 
of Defense. 

(b) There bas been a continuing general worldwide increase in construction 
costs since 1954. 

(ce) Part of the highway was relocated. 

(7) In addition, certain cost elements, such as quantities of earth and rock 
to be moved, were underestimated in the reconnaissance survey. 

* * * The first 100-mile stretch, completed this month, will cost about $21 
million not considering credit for large amounts of construction equipment being 
transferred to other projects. * * * 

This project is considered fundamentally sound in concept and execution. 

* * * There follows an article which appeared in the New York Times on 
July 11, 1958, on the highway. 


“UNITED STATES-BUILT HIGHWAY OPENED IN THAILAND 


“BaNnGKOK, THAILAND, July 10.—King Phumiphol Aduldet formally opened to- 
day the Friendship Highway built by United States and Thai engineers to link 
Bangkok with Korat and the northeastern plateau. 

“The United States Ambassador, U. Alexis Johnson, presented the highway 
to Premier Thanom Kitkachon, who in turn presented it to the King. 

“The highway probably is the most dramatic and impressive of United States 
contributions to Thai economic development. Thousands of acres of productive 
land were opened as the highway pushed forward and are producing pineapples, 
corn, and other crops as it is completed. Formerly economically inaccesssible 
forests are providing Bangkok with timber over the highway and several saw- 
mills have opened along the route. 

“The economic importance of the road, which cost the United States more 
than $20 million and Thailand more than $1 million, was so apparent that the 
Leftists dropped it as a subject for criticism. 

“Traffic already has reached 1,000 vehicles daily, although only half of this 
had been expected.” * * * 


Question No, 23 


Have we provided free airplane rides for thousands of Arabs to visit Mecca? 
(a) If this is true, what are the justifications? 

(b) Did the United States derive any benefits from this project? 

(c) What were the nationalities of the Arabs so transported ? 


Answer 


(a) The United States Government has provided transportation for pilgrims 
to Mecca on * * * three * * * occasions: 

1. The first instance did not involve ICA or its predecessor agencies or the 
use of any MSP funds. In August 1952, the Lebanese Government appealed to 
the United States Embassy in Beirut for help to provide emergency transpor- 
tation for pilgrims who were stranded in Beirut on their way to Mecca. This 
appeal occurred on August 22. The pilgrims had to be at Mecca by August 29 
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to fulfill the deeply felt religious purpose of their journey. Local airlines had 
oversold tickets on the normally scheduled and special flights that were to take 
Moslem pilgrims from all over the Moslem world to Mecca in time for the 
yearly pilgrimage ceremonies. When it was found that private American air- 
lines could not fill the gap, the Department of State consulted with the Secre- 
tary of the Air Force, and it was determined that Air Foree transport planes 
could be made available. Over 3,000 pilgrims were transported by the Air 
Force. These pilgrims were not given free trips. They had paid full com- 
mercial fares in Lebanese pounds to the three local airlines. It was agreed 
that the pilgrims should not receive any special benefits by virtue of being trans- 
ported in Air Force planes, and that the Air Force should not receive any 
benefits for this humanitarian service. It was, therefore, decided that the 
United States Government should not enter into the arrangements except in 
terms of providing the transportation. A Moslem welfare committee composed 
of 14 leading Moslem dignitaries and personalities in Lebanon was established 
by the Lebanese to receive and distribute the refunds. The 3 airlines involved 
therefore turned over to the American Ambassador a sum of 707,400 Lebanese 
pounds in trust for his presentation to the Moslem welfare committee. This 
was done on October 25, 1952. 

These funds were not collected by or on behalf of the United States Govern- 
ment and were turned over to the Ambassador by the airlines for the sole purpose 
of presentation to the Moslem welfare committee. At the time it was made 
clear to the Lebanese Government that the United States Government could 
not be expected to repeat such a humanitarian operation in the future and it 
was impressed on those responsible that adequate planning for commercial trans- 
portation had to be undertaken during future pilgrimage seasons. 

2. In June 1956, at the request of the Government of Afghanistan, the United 
States, under the mutual security program, furnished under contract to Pan 
American World Airways one commercial airplane to the official Afghan air- 
line to help transport Moslems from that country on their pilgrimage to Mecca. 
These Moslems also were not provided with free trips, but paid their own way 
in Afghan currency to the Aryana Airlines. The cost of chartering the com- 
mercial plane was charged to funds available under the mutual security 
program. 

3. * * * In July 1954, ICA provided $250,000 to the Iranian Government for 
foreign exchange needed by the Iranian airline for transportation of Moslem 
pilgrims to Mecca. In return the Iranian Ministry of Finance agreed to de- 
posit the local currency equivalent into the United States-Iranian master joint 
fund to be used as a contribution by the United States for local costs of tech- 
nical cooperation projects. * * * 

(b) These projects resulted in increased good will in the Moslem world for 
the United States. In the case of the 1952 airlift from Beirut, the fact that 
the United States had come to the rescue of stranded Moslem pilgrims received 
considerable publicity in the Middle East and brought a grateful response 
from numerous prominent Moslems, many of whom had previously been hostile 
to the United States. The airlift also demonstrated to the people of the area 
the capabilities of the United States Air Force in an unmistakable manner. 
* * * The main purpose of the grant to the Iranian airline in 1954 was to 
obtain local currency for technical cooperation projects. However, since the 
Tranian Government would in any event accord the pilgrimage to Mecca high 
priority in the use of available foreign exchange, the United States was able 
to earn considerable good will by providing dollar resources for this purpose 
in its local currency-generating program. * * * 

As for the 1956 Afghanistan project, the provision of transportation for pil- 
grims to Mecca is an important function of the Government of Afghanistan, 
which it must perform in order to meet the expectations of the Afghan people. 
Tinited States assistance to the Afghan Government in fulfilling that function 
at a time when the Government air-transport system was inadequate to the task 
demonstrated the friendliness of the United States and thus helped to dispose 
the Afghan Government favorably to the West. It also provided an important 
stimulus to the Afghan air-transport system, a project to which the United 
States was planning to provide and is now providing economic assistance. 

(c) In the case of the Beirut airlift, the pilgrims stranded in Beirut were 
primarily of Turkish, Iranian, and north African origin. The Moslems assisted 


in * * * Tran and * * * Afghanistan were mostly of Afghan nationality (not 
Arabs). 
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Question No. 25 


It has been alleged that the Philippines could live and prosper without one 
American foreign-aid dollar. 

(a) What is the economic situation in the Philippines? 

(0) What would occur if all American aid were to be withdrawn? 


Answer 


While a more effective use of its resources would benefit its economy, the 
Philippines cannot meet both its present defense and development requirements 
without external assistance. 

(a) Currently, the economic situation in the Philippines is at its worst since 
1949, when an economic crisis resulted in the Philippines request for aid from 
the United States. Due to falling prices of exports and a heavy demand for 
imported consumer goods, the Philippines’ foreign-exchange position deteriorated 
seriously during 1957. Foreign-exchange reserves * * * on June 30, 1958 * * * 
amounted to approximately * * * $136 million, * * * less than 3 month’s im- 
port requirements at the average monthly import rate that year. 

Since most of the Philippine people live only a little above a bare subsistence 
level, Government revenues are derived largely from customs duties and excise 
and sales taxes. These revenues are insufficient to defray the costs of essential 
Government operations, thus necessitating deficit financing of important public 
works and military installations, with inflationary results. The present situa- 
tion is such that foreign investors are loath to invest in the Philippines and 
domestic capital is hoarded or used in speculative activities. 

(b) The ICA defense support-technical assistance program for the Philip- 
pines, reduced to $19 million this year from a $33.9 million program last year, 
is concentrated in support of military construction and rural development. The 
effects, if the present ICA defense support-technical assistance program were 
terminated, would jeopardize goals of specific interest to the United States. 
Military construction would probably be substantially curtailed and the rural 
development program, on which much of the United States past aid has been 
focused, would deteriorate. Lack of the programed military facilities would not 
immediately affect the economy but would delay the development of the mili- 
tary strength of an important ally. 

Retrenchment in the Philippine Government’s rural development program 
would risk a resurgence of discontent in rural areas, a problem with which the 
Philippines, with United States aid, has begun to make substantial progress. 
Without the pesos derived from the sale of United States surplus agricultural 
commodities (half of current ICA aid to the Philippines takes this form) the 
Philippine Government would either have to curtail these activities, reduce 
other essential Government activities or further increase its budgetary deficit. 
Curtailment of other Government services would increase the danger of insta- 
bility and any increase in deficit financing would intensify inflationary pressures 
in a deteriorating economy. 

* * * Tt is true that the defense support-technical assistance program for the 
Philippines is small compared to that country’s gross national product of $5 
billion. It is also true that this assistance will not solve all the problems of 
Philippine defense and development and that the primary job must be done by 
the people of that country, who in some ways could be doing that job more ef- 
fectively. However, it is also true that (1) the problems of Philippine defense 
and development are not easy ones, (2) a primary purpose of United States 
aid has been to stimulate the Philippines to make the most effective use of its 
resources in tackling these problems and, (3) without United States aid the rate 
of economic development in the Philippines, the growth of governmental, finan- 
cial, and educational institutions needed to improve economic and social condi- 
tions, and the construction of needed defense facilities would have been much 
slower. In order to accelerate the rate of growth in the face of the difficult 
economic situation, the Export-Import Bank recently extended a $75 million 
line of credit to the Philippines and the Development Loan Fund agreed, sub- 
ject to Congressional action on the additional appropriations requested, to con- 


sider up to $50 million worth of specific projects for possible DLF financing. 
* * * 
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Question No. 33 
Do we give any economic assistance to the Dominican Republic? 
Answer 


The only economic assistance now given to the Dominican Republic is a small 
technical cooperation program in rural and vocational education. It is carried 
out through a joint servicio which is staffed by 10 United States technicians and 
114 Dominican technicians and employees. 

In addition to the program now in existence, there was a small cooperative 
health program from 1944 to 1948 and a cooperative agriculture program from 
1952 to 1956. Beginning with fiscal year 1952, the following figures represent the 
total amounts expended each year for all economic assistance to the Dominican 
Republic : 


Fiscal year: Amount expended 





Question No. 36 


There have been repeated reports that public works and industrial projects 
have been undertaken in foreign countries without adequate engineering and 
economic surveys having been conducted. 

(a) What is the practice of the United States in this respect? 

(b) What steps have been taken to insure that such surveys are adequate? 

(c) What personnel are available in Washington to insure adequacy and 
efficiency of projects undertaken? 

(ad) Does this latter group have sufficient voice in the administration of the 
program? 


Answer 


(a) The normal present practice of ICA with respect to proposed public works 
and industrial projects to be financed with direct ICA grant or loan funds (apart 
from the Development Loan Fund, which is discussed in (@) 9 below) is as 
follows: 

1. A project proposal form giving full details of the suggested project is pre- 
pared by the United States operations mission in the country concerned, on the 
basis of information supplied by the officials of the cooperating government or 
private entity requesting assistance, supplemented by on-the-spot checks by 
appropriate technical personnel of the USOM. 

2. This proposal is accompanied by any engineering and economic survey re- 
ports bearing on the project which have been made. In some cases, such as Korea, 
ICA assists cooperating countries in retaining United States engineering firms 
on a continuing or special contract basis to make such surveys. 

38. The project proposal and accompanying data is reviewed by the technical 
and economic personnel of the USOM and is not forwarded to ICA, Washington, 
unless the USOM is satisfied with its technical and economic soundness. 

4. Project proposals forwarded by the USOM are intensively reviewed by the 
appropriate Technical Services Division of ICA, Washington (see (c) below 
for a description of the resources available for this purpose). 

5. If the ICA, Washington, review indicates any questions about the project, 
the USOM is requested to supply further information. 

6. Whenever it appears that satisfactory engineering and economic survey 
studies are not available to support the project, ICA requires that a competent 
engineering firm be retained to make a special survey of the economic feasibility, 
engineering soundness, location, etc., of the project. 

7. Only when a project is deemed fully sound on the basis of these reviews 
and surveys will ICA normally approve it for financing. 

8. Once a project is approved it is ICA’s practice to assist the cooperating 
country in retaining a competent engineering firm to undertake the detailed de- 
sign of the installation involved, to prepare detailed invitations for competitive 
bids on actual construction, and to supervise actual construction. 
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9. Progress reports on all capital projects are required to be made periodically 
to ICA’s engineering department in Washington, and reviewed and concurred 
in by the firm responsible for the engineering. The design engineer is also re- 
sponsible for the inspection of construction and acceptance of the plant and 
facilities as being built and equipped in conformity to the approved drawings 
and specifications. USOM’s are required to follow the job in the field, and ICA, 
Washington, representatives inspect the more complicated projects on a periodic 
basis. 

In rare cases where there are urgent political or economic considerations neces- 
sitating especially rapid action * * * and where there has been a Presidential 
determination that such action is important to United States security, ICA can, 
in limited instances, * * * agree to finance a project before all of these normal 
documentation and review procedures have been carried out. In such cases ICA 
takes such steps as seem reasonably necessary under the particular circum- 
stances in order to assure, before the project gets under actual construction 
and during the course of its implementation, that the project is technically sound 
and that it is carried out effectively. 

A standardized procedure for projects to be financed from the new Develop- 
ment Loan Fund is now in the final stages of preparation and has not yet been 
put into effect. It is expected to embody elements of both the ICA procedures 
described above and of the procedures followed by the Export-Import Bank for 
similar projects. ICA and the Export-Import Bank will render technical and 
other services to the Fund in connection with loan applications. 

(b) ICA has taken a number of steps in recent years to tighten up its proce- 
dures in this respect and to improve its staff and facilities available for review 
of such projects. This action has been based on increasing recognition of the 
need for intensified activity on this aspect of the program, particularly as its 
geographic emphasis has shifted from the more developed countries of Europe 
which have a high level of engineering and economic competence of their own, to 
the less developed countries which lack such facilities. ICA’s predecessor 
agencies followed somewhat less systematized and less rigorous procedures than 
those described above. 

Specifically, the following steps have been taken : 

1. Technical and economic staffs in USOM’s abroad have been progressively 
strenethened. 

2. Increasing use has been made of survey and engineering contracts of the 
types described above. 

8. A full-time separate engineering staff in ICA, Washington, was created 
in 1955. 

4. The services of this staff have been supplemented by a continuing contract 
with a major United States engineering firm to provide engineering and economic 
reviews which are beyond the resources of ICA’s own staff. 

5. The standardized procedures for documentation and review of proposed 
projects, as described above, were instituted about 3 years ago. * * * These 
procedures have been reviewed and emphasized in view of the requirements of 
the new section 517 of the Mutual Security Act. * * * 

(c) The personnel available in ICA, Washington, to assure adequacy and 
efficiency of projects undertaken includes— 

1. The services, as required, of the whole complement of economic and tech- 
nical personnel in ICA, Washington, which numbers several hundred people, with 
various types of technical and economic specialization and experience. 

2. The services of a full-time industrial engineering division, which includes 
15 engineers and business analysts. 

3. The engineering services of a leading independent consulting firm on a 
retainer basis, under a contract with ICA, Washington. The services of 8 full- 
time engineering personnel and 16 special engineering consultants were utilized 
under this contract during fiscal year 1957. 

4. Under a series of interagency agreements ICA also receives technical review 
and similar services from other United States Government agencies which have 
specialized technical competence, such as the Bureau of Public Roads, the Bureau 
of Reclamation, the United States Department of Agriculture, etc. 

5. In addition, ICA employs special consultants on particular problems or 
projects from time to time. 

(d) ICA believes that the technical personnel available to it now have a suffi- 
cient voice in the administration of the program. The above-described procedures 
and practices cannot, of course, give assurance that mistakes have not occurred 
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or will not hereafter. In complex projects like these in foreign countries where 
technical and other factors are often involved that are not encountered in the 
United States, and with the necessity for judgments balancing the need for 


prompt action against the need for doublechecking of technical details, errors 
can obviously take place. 


Question No. 48 


It has been alleged that we gave India $1,539,000 worth of prefabricated steel 
to erect grain silos and warehouses in 1954. Meanwhile ICA approved a gift of 
an additional $4 million for 600 more warehouses in spite of the fact that the 
Indians had not gotten around to putting up the original buildings. Is that 
correct? If so, why should we have given more warehouses when those already 
furnished had not been utilized? 


Answer 


The original agreement to provide 2 silos and 50 prefab grain warehouses was 
signed in 1954. These 52 units were delivered over the period September 1955- 
February 1956. When the additional $4 million for grain storage units was 
agreed upon a few months later in April 1956, in anticipation of a large Public 
Law 480 grain-import program, it was not apparent that Government of India 
plans for erection of the first 52 units would lag. 

Prior to approving the additional $4 million agreement, ICA specifically asked 
its mission for “evidence of progress in erection of structures previously author- 
ized.” The mission, before the second agreement was signed, replied that it had 
a “firm understanding .. . that project will be implemented rapidly.” 

Thereafter two factors delayed implementation: (1) Indian harvests did not 
maintain their 1954 level and grain-consumption rates increased, making 
grain storage a less urgent problem for the Indian Government and requiring relo- 
cation of the planned storage facilities from the interior to ports to handle in- 
creased imports ; (2) a variety of problems in erecting the units (site acquisition, 
locating the prefab warehouses at storage centers where wind pressures would 
not be too great, the new and complicated work required on the silos) continue 
to crop up. 

Because the assurances upon which the project was first approved have not 
been borne out by performance, the agreement for $4 million in additional 
storage facilities was canceled in 1957. 

Our mission has continued to press for full utilization of the first 52 units. * * * 
Progress reports on erection of these units and the 36 prefab storage units India 
purchased at the same time with its own funds indicate that 1 of the 2 silos was 
completed this spring; that the location for the other has been settled and rede- 
signing work will be completed when the United States technician returns to 
India following home leave; and that 15 of the prefab warehouses are known 
to be erected, 16 are scheduled to have been erected, and all but 4 of the remaining 
are scheduled for erection this year. * * * 


Question No. 67 


The charge has been made that unfair foreign competition is closing the doors 
of numerous American industries. The charge continues that we are sending 
our technicians and machines to foreign lands to provide the know-how to 
produce goods that will destroy markets of our own. 








Answer 


It is true that under the economic assistance and technical cooperation pro- 
grams authorized by the Mutual Security Act, ICA and its predecessors agencies 
have sent equipment and technicians to foreign countries. The equipment has 
been furnished to rebuild the industries destroyed in Europe by World War IT 
and to assist in the economic development of the underdeveloped areas of the 
world. Technical assistance has been furnished to countries to increase their 
standard of living and strengthen their economies. 

The furnishing of equipment and technical assistance is aimed at achieving 
the prime purpose of the mutual security program. This purpose is to enable 
the United States to survive in a world in which nations have been able to 
remain free through the achievement of strong and stable economies. 

Although this is the principal purpose of the mutual security program, the 
program has had the additional effect of creating jobs in the United States and 
increasing the export trade of the United States through building of economies 
which ean afford to purchase goods from this country. Therefore it would ap- 
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pear that, if anything, the operation of the mutual security program has had 
just the opposite effect from that indicated in this question. 

* * * For calendar year 1957, it is estimated that foreign-aid expenditures 
created 715,000 jobs in the United States, of which 560,000 jobs are directly 
accounted for by the mutual security program. Furthermore, it has been 
demonstrated that the more developed a country is the better customer it is 
for United States products. United States exports in 1957 to various countries 
were as follows per inhabitant of each country: 


Underdeveloped countries : 
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Developed countries: 


COREG Ra bi een $233. 82 ree eos $3. 81 
Netherslands...i..;..i..... 50. 40 NIN cll ata naa Oba Bed giccephes 1. 35 
United Kingdom__.______- 21. 27 alee ees tases seerwdeereiaees 1.33 
RON NO  e n 18. 57 PRR saws cwnca one 1. 26 
ee 13. 46 RG Soe a eek 1.10 
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Question NO, 70 

The charge has been made that the administration has misrepresented the 
amounts of aid furnished to the Middle Bast and to Asia by the United States 
and by the Soviet Union over the course of the last 3 years. Are you aware of 
any reason why there should be confusion and misunderstanding of this matter? 

What are the figures for the United States and what are the figures for the 
Soviet Union? 

Answer 

ICA is not aware of any misrepresentations by the administration on Soviet 
bloc and United States aid figures. Possible confusion in respect to such figures 
eould flow from the many difficulties involved in making exact comparisons be- 
tween the value of Sino-Soviet bloc aid and United States aid. (See the full 
analysis of these difficulties in the report on Communist bloc assistance activities 
made last year to the Senate Special Committee To Study Foreign Aid, pp. 619- 
767, S. Doc. 52, 85th Cong., 1st sess.) These difficulties are in large part due to 
the different characteristics of the two aid programs and to the fact that bloc 
credit and grant agreements with recipient free-world countries are mostly com- 
mitments of lines of credit to be drawn over a period of years. In the nature of 
the ICA operation, there is no commitments stage comparable to the commitments 
made by the Soviet bloc. As the nearest approximation, therefore, with minor 
exceptions, data on obligations are used to indicate ICA commitments for com- 
parison purposes. 

The following table shows the estimated value of Sino-Soviet bloe credit and 
grant economic assistance to Middle East, Asian, and other free-world countries 
compared with United States Government nonmilitary credits and grants to these 
countries, on a roughly comparable value and time-period basis. Aid from the 
Sino-Soviet bloc rather than just the U. 8. S. R. is given because this assistance 
is to a great extent coordinated by the U S. S. R. or made available through 
satellites as “fronts”; the bulk is from the U. 8. S. R. United States aid includes 
ICA nonmilitary aid (defense support, development assistance, technical coopera- 
tion), that portion of Public Law 480, title I, local currency made available for 
economic development and trade, Public Law 480, title II, assistance, and new 
Export-Import Bank credits for this period. The calculations are based on the 
period mid-1955 to January 31, 1958. 
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* * * 


Sino-Soviet bloc credit and grant economic aid to Middle East, Asian, and other 
free-world countries compared with United States economic aid to these countries, 
mid-1955—June 30, 1958 


[Estimated in millions of dollar s] 














Sino-So- | United || | Sino-So- | United 
viet bloc | States || viet bloc | States 
| 
<aniiaiiias erage ote ae sashes alice —|- " 
Total, 16 countries... ._.._._- 1, 493 2, 180 || say East and Asia—Con. | 
SSS SSS SS OY s Syria a ee hn td | es a 
Middle East and Asia cae 1, 260 | 1, 420 ca nin ietak wee | 10 315 
—————_—_ |—_—_ Be ibaseicceediie ie OR eg see 
Afghanistan... .___.._- maul 136 60 SSS 
Ci — sie ahaa den 42 OS lt Gane COM... decane cette 233 | 760 
Cambodia............ od 22 | 109 
SRC te ttte es toe ce eal 50 28 DIE wo csc ccaneun 6 | 118 
MC hiddsccacesctmacececl 255 | 16 || anit aedentnn ccaay 2) 
TOR os ons Lied e einacar antl | 336 bS4 iss cbt tin Seana } 5 | 17 
PEEL EIR ES | 162 | 139 I. cnc ncnwnes 220 | 198 
IONE a ctca newt caeuhed 13 | 13 || 
i 1 ! 
** & 
Question No. 86 


Would you comment on the following quotation : 

“Too much administration at all levels and too little field or grassroots work. 
Everybody busy writing reports on what should be done, but much of this from 
reading earlier reports. More doers and fewer planners needed” (Korea). 


Answer 


ICA is conscious of the fact that a relatively large proportion of the time of its 
mission staff is spent on analytical and reporting types of activity. A program of 
the size of that in Korea, particularly after the initial period of extreme economic 
and political urgency, requires substantial time for adequate planning, analysis, 
and reporting. The magnitude of the economic problems arising from the after- 
math of the war and the need to build and maintain a strong defensive force 
cannot be undertaken successfully on an ad hoc basis. In addition to this, a 
substantial part of the time of the mission must be of necessity devoted to the 
preparation of reports and documents basic to the annual presentation of the 
program to Congress and to requirements for accounting of United States funds. 

Since the program staff of the mission in Korea, due to recruitment difficulties, 
has not been operating with its full complement of personnel, it is reasonable to 
surmise that the regular reporting and paperwork duties, by devolving upon fewer 
employees, have occupied a larger portion of the energies of these employees than 
would otherwise and customarily be the case. To meet this situation, ICA is 
making every effort to recruit as rapidly as possible all program personnel 
authorized for the Korea program. Korea being a hardship post, this has been 
a difficult task. 

* * * At the end of May 1958, there were 73 persons on the administrative staff 
of the Korea mission. They provide a backstopping for 227 direct-hire program 
staff and 167 contract technicians, with increased numbers of contract technicians 
expected to arrive during fiscal year 1959. This administrative staff is not dis- 
proportionate to the requirements under the circumstances prevailing in 
Korea * * *, 





THE AMERICAN LEGION, 
Washington, D. C., July 15, 1958. 
Hon. Cart HAYDEN, 
Chairman, Senate Appropriations Committee, 
Senate Office Building, Washington, D.C. 


DeEAR SENATOR HAYDEN: Referring to the hearings now being held before your 
committee relative to proposed budget for the fiscal year 1959 in connection with 
the mutual security program, I enclose copies of Resolution 376, adopted at the 
1957 national convention, and Resolution 6, adopted at the April 30, 1958, meet- 
ing of the national executive committee of the American Legion, our governing 
body, in connection with this subject matter. 


28282—58—— 36 
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While the American Legion is not asking for the privilege of a personal appear- 
ance of one of its representatives before the committee, I do respectfully request 
that the context of the annexed resolutions be given consideration by the mem- 
bers of the committee during their deliberations on this matter. 

Also, if there be no objection, I would thank you to have this letter and the 
enclosed resolutions incorporated in the record of the hearings. 

Thanking you for your courtesy and cooperation, I am, 

Sincerely yours, 
Mites D. Kennepy, Director. 


RESOLUTION 376—NATIONAL CONVENTION OF THE AMERICAN LEGION HELD 
In ATLANTIC Crry, N. J., SEPTEMBER 14-19, 1957 


Committee: Foreign relations. 
Subject : Foreign aid. 


Whereas we believe that the foreign policy of the United States should be pre- 
dicated first upon the best interests of our people, our efforts should then be to 
help the free nations of the world who wish to help themselves. This has not been 
the policy of our Government in the past, with the result that we have expended 
the fortunes of America without receiving the benefits to which we are entitled ; 
and 

Whereas all American money is the taxpayers’ money and we believe that our 
citizens have the right to know how all funds for foreign aid are expended and 
the results obtained ; and 

Whereas it is a well-known fact that you cannot buy friendship or purchase 
freedom for other nations : Now, therefore, be it 

Resolved by the American Legion in national convention assembled in Atlantic 
City, N. J., September 16-19, 1957, That we do hereby condemn the giveaway 
policy of foreign aid as nonproductive, and that all future expenditures under 
this program be refused and no aid of any kind be given to any nation that is 
associated economically or militarily with Russia, Red China, or any other 
Communist nation, and that military funds be alloted only to nations friendly 


to the United States and the cause of freedom, all of this for the benefit of our 
mutual security. 


RESOLUTION 6—NATIONAL EXECUTIVE MEETING, THE AMERICAN LeGIon, HELD 
APRIL 30-May 2, 1958 


Committee: National security commission. 
Subject : Endorse military assistance to free nations. 

Whereas we believe that the mutual security program is an essential part of 
our national security ; and 

Whereas this program, at various places around the free world’s defense 
perimeter where we must stand guard, provides an amount of military strength 
at a cost many times smaller than that at which we ourselves could supply the 
same amount of military strength : and 

Whereas we are fully cognizant of the necessity of maintaining our economic 
strength upon an unquestionably solid basis : Now, therefore, be it 

Resolved, That the national executive committee of the American Legion as- 
sembled in Indianapolis, Ind., April 30 and May 1 and 2, 1958, hereby endorse a 
mutual security program for military assistance to the nations of the free world 
and urge the Congress to provide it and to allocate to it such funds as the Con- 
gress may feel can be judiciously used and as it feels can be spared with due 


regard to maintaining the strength of our economy upon an unquestionably 
solid basis. 


STATEMENT OF WALLACE J. CAMPBELL, DIRECTOR OF THE WASHINGTON OFFICE, 
COOPERATIVE LEAGUE OF THE U. S. A. 


(See p. 496) 


The headlines from the Middle East are making the case so eloquently for 


an adequate program of economic foreign aid that it is not necessary to argue 
the case at any great length. 











MUTUAL SECURITY APPROPRIATIONS, 1959 561 


Our keenest regret is that the United States did not initiate a crash program 
for economic development and technical assistance in the Middle Bast several 
years ago which might have released the pressure of Arab nationalism into 
constructive channels and avoided the deadly complications of Soviet manipula- 
tion. The New York Times puts the case with beautiful simplicity in its edi- 
torial section, Wednesday, July 16: 

“The smashing blow to American policy in the Middle East inflicted by the 
Iraq revolution requires not a retreat but a redoubling of effort to reestablish the 
position of the free democracies throughout the world. New thought, new evalu- 
ation, new action, will certainly be called for. But this does not mean a scrap- 
ping of everything that has gone before, least of all the program of mutual se- 
curity that is one of the keystones of our international strength.” 

The Cooperative League of the U. S. A. has consistently supported a strong 
economic foreign aid program. Resolutions of our biennial congresses have sup- 
ported such aid for a decade or more. While we cannot speak for every single 
family in our 13 million family membership, there is such a great agreement 
on this issue that there has been no serious opposition at any time to the posi- 
tions we have taken so consistently. 

We urge a continued expansion of the technical assistance program, both 
through the United States and the United Nations. We urge the extension of 
economic foreign aid to supplement the technical assistance program. Last year 
we testified with great enthusiasm for the new Development Loan Fund and 
hailed this as an extremely constructive step as part of the transition from 
a grant program to a loan program for international economic development. 

Because we feel so strongly that loans are a fundamental program for de- 
velopment in the underdeveloped areas, we were shocked by the action taken by 
the House of Representatives which slashed that authorization 55 percent under 
the request made by the administration. 

The Cooperative League testified in support of the administration’s proposal 
a year ago calling for a $3 billion loan authorization over a 3-year period. This 
was scheduled to start with a $500 million initial authorization, plus $750 mil- 
lion each year for the next 2 years for a total of $2 billion. As you know, the 
Congress last year authorized that $500 million but appropriated only $300 mil- 
lion for the first year of operation of the Development Loan Fund. It went on 
then to authorize $625 million for the second year, fiscal 1959. 

We were disappointed when the administration did not renew its request as 
placed before you last year and settled for a request for appropriations of the 
$625 million authorized last year. This we felt was a mistake which downgraded 
what should have been a bold new program. 

When the House cut this modest request so drastically, it threatened fo crip- 
ple the effectiveness of even the small program which is now underway. 

Administration spokesmen have pointed out to the Congress that at the close 
of fiscal year 1958, $267 million of the $300 million appropriated was already 
committed for loans and that only $33 million in total capital was available for 
use at the beginning of the current fiscal year. Projects totaling $70 million 
had already received staff approval after careful evaluation. Those pressing 
loans cannot be made. DLF has actually been in effective operation only since 
the first of the year, so this represents just about one-half year of operation. 

The underdeveloped countries which are eligible for these loans have placed 
before the DLF applications for $1.7 billion. In addition to those which were 
acted on in 1958 officials of the Fund expect to receive $1 billion more in appli- 
cations this current year. The cutback to $300 million made by the House 
would cripple a program which should be expanding aggressively, not only in the 
face of great need for economic development in the underdeveloped countries, but 
also in the face of an aggressive economic warfare openly declared by the Soviet 
Union. 

In order to meet this crisis situation, we urge that this committee give serious 
consideration to appropriating not only the $625 million authorized in this 
year’s legislation, but also the $200 million which was authorized last year but 
not appropriated. Appropriations of $825 million would put us only a little 
over halfway along a 3-year program outlined by the administration in 2 years 
of operation. We feel this is not inconsistent with either administration or 
congressional policies. And it is almost forced on us by the turn of world 
events which call for more, rather than less, economic development to face the 
world crisis. 
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We wish to congratulate the House for appropriating $172 million for bi- 
lateral and multilateral technical assistance programs for this coming year. 
It was very encouraging to those of us who have been asking for adequate 
programs designed to help people to help themselves, for the House Foreign 
Affairs Committee to increase the administration’s request by $8 million. To 
have the House appropriation confirm that amount was even more encouraging. 
The psychological effect of the congressional leadership in this field will be 
helpful to all of the free world. 

We are pleased with the continuing growth of the U. N. technical assistance 
program. We realize that this must continue to be a rather small program until 
the other countries of the world can match our contributions. This is such a 
worthwhile program working through the specialized agencies of the U. N., 
that every effort should be made to expand it as rapidly as is practical. 

The appropriation for a modest beginning ou the special projects program of 
the U. N. is also encouraging. The United States recommended this program to 
the U. N. last year. Congressman Walter Judd, who was United States spokes- 
man, pushed this program for adoption. Our only criticism would be that the 
$4% million requested for this current year was a rather halting step toward 
the $100 million program for the U. N. approved on United States insistence. 

This committee, I am sure, will be pleased to know that 84 governments have 
contributed $200 million to the technical assistance program of the U. N. which 
is a voluntary contribution program outside of the U. N. budget. Experts have 
been recruited from 80 different countries to serve in more than 135 of the 
countries of the world. 

We approve wholeheartedly an action taken by the House and the Senate in 
the authorization bill to keep United States contributions to the technical assist- 
ance fund at 40 percent of the total contributions. While this is a small matter 
to us, it is a dramatic illustration of United States leadership in the technical 
assistance field as far as the United Nations is concerned. 

As we have pointed out repeatedly, the mutual security program is an inex- 
pensive insurance policy for world peace. Just about 3 percent of what we are 
eurrently planning to spend for defense and for defense support is devoted to 
international economic cooperation which we feel is the most constructive single 
section of our foreign policy. 

As we move forward in this program of economic cooperation to strengthen 
the free world, we suggest that serious consideration be given to extending to 
underdeveloped areas the rural electrification program which has proved such 
a tremendous boom to American agriculture. We also urge that increased atten- 
tion be given to the housing needs of these areas, patricularly through a coopera- 
tive housing program. And as we develop a program of economic assistance to 
these people, we remember that democratic institutions, such as cooperatives. 
farm and labor organizations, etc., are essential if our friends in the less 
developed countries are to continue our aid by helping themselves and helping 
each other. 

Tt has been a pleasure to have had this opportunity to present to this com- 
mittee once again the position supported by the 13 million family members of 
the Cooperative League of the U.S. A. 


ALLEGED IRREGULARITIES IN IMPORTATIONS TO LAOS (SEF P. 360.) 


The information requested by the committee regarding the alleged irregularities 
in the form of overpricing commodities for importation in Laos is as follows: 

1. The transactions to which the GAO refers in its statement were disclosed 
by ICA as part of its routine procedure to investigate the use to which aid funds 
are put. During the course of these investigations, some 17 cases involving nu- 
merous transactions have been under surveillance including the 6 to which GAO 
made reference in its statement. Only one of these transactions was uncovered 
by GAO—the transaction involving ipral-aspirin, and even this transaction is part 
of a case which already was under surveillance by the Agency. 
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2. As a result of its investigations, ICA has requested approximately $749,000 
refund of which a total of $3,725 has been recovered from various suppliers. 
Some of these cases are still under investigation by ICA and ICA is pressing for 
recovery of the balance of these refunds as quickly as the circumstances will 
permit. 

3. The situations giving rise to the request for refunds range from improper 
documentation to situations of overpricing and possible fraud. 

4. The following summarizes the present situations with regard to the six 
cases to which GAO made reference in its statement : 

(a) Generators.—These generators were procured in January 1956 at a total 
estimated price of $162,600. This import is still under investigation in order to 
ascertain the complete facts which are a prerequisite for taking appropriate 
action. Itis expected to complete this investigation shortly. 

(b) Sawmill equipment.—The sawmill equipment was purchased in March 1956 
at an estimated cost of $42,000. In this situation the supplier short-shipped and 
furnished used equipment instead of new. Asa result of ICA action the supplier 
has shipped new replacements and additional equipment, as required by the ori- 
ginal procurement authorization. This case will not be considered closed until 
USOM reports upon the receipt of the additional equipment as to whether or not it 
meets the specifications in the authorization. 

(c) Match factory equipment.—Equipment for a match factory was purchased 
in September 1956 at an estimated cost of $70,000. The dollars for this importa- 
tion were made available under a cash grant for military budget support pur- 
poses. Under the agreement with the Laotian Government, these cash grant 
dollars were to be used for economic purposes by providing for the importation 
of goods and equipment required in Laos. (See par. 5 for comments on cash 
grant procurement. ) 

(d@) Flashlights—The reference in the GAO statement to the importation of 
6,000 flashlights is not quite correct. The transaction actually involved an im- 
portation of flashlight batteries at an estimated cost of $9,000. This purchase 
was made in December 1956 through cash grant dollars and the observations 
set forth in paragraph 5 are equally applicable. 

(e) Rice.—The rice imports were made during the period of May and Decem- 
ber 1956 with cash grant dollars at an estimated cost of about $2 million. These 
imports were an involved series of transactions with some evidence that the 
Laotian importers defrauded their Government by declaring Laotian-grown rice 
as imported rice. There was also some evidence that there were some irregular 
rice imports from Thailand. Both the Thailand and Laos Governments have been 
informed of the results of the ICC investigation. Since these imports were 
effected by means of cash grant dollars, the observations stated in paragraph 5 
are equally applicable. 

(f) Ipral-aspirin—The importation of ipral-aspirin was made in July 1956 at 
an estimated cost of $11,000. This item is not aspirin but is a drug which has a 
soporifiec effect to which aspirin is added for the purpose of alleviating pain. 
ICA has investigated a series of transactions by the supplier in this case and 
as soon as this investigation is completed, refund or other appropriate action 
will be taken. 

5. The unilateral use of aid dollars by the Laotian Government was in con- 
travention of the express agreement between that Government and the ICA, 
which agreement provided that foreign exchange made available through cash 
grants would be used only as agreed upon by the two Governments. When the 
ICA investigation disclosed the breach of this agreement by the Laotian Govern- 
ment that matter was immediately brought to the attention of the Laotian 
Government with the request that it take prompt action to prevent any recur- 
rences of such violations. Accordingly, in December 1957, a system for more 
effective control of imports was developed. Under the new system the counter- 
signature of an ICA mission representative is required on every import license 
application before it becomes a valid document. Itis expected by this means that 
ICA will be able to screen all items proposed to be imported into Laos with aid 
funds. In addition, ICA technical assistance is being extended to the Laotian 
custom service in order to improve its capabilities for policing imports. 

6. There follows a statement of the claims outstanding against the Govern- 
ment of Laos. Six of these claims include a large number of transactions. The 
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transactions covered by this statement total 110. Detailed listings are available 
in the file folders for each claim. 





| | 


| 











Date of claim | Claim No. | Amount || Date of claim } Claim No. | Amount 

| 
Oct. 8, 1956... ..| 5274-94-39 | $120, 681 ] Mar. 27, 1958_.._._-- | 6027-CRM-39 | $205 
May 7, 1957...........| 5561-II-39 6, 840 || May 21, 1958__..___._- 6061-94-39 118, 567 
June 5, 1957_..........| 5590-94-39 | 180, 389 || May 14, 1958___.____- 7009-II-39 969 
Oct. 17, 1957...........| 5774-94-39 | 188, 788 May 22, 1958..........| 7020-PAB-39 7, 467 
Apr. 2, 1958___-- ---| 5912-94-39 116, 497 ——— 
Apr. 21, 1958____.____.| 5993-94-39 51, 718 || Wa ae A ere eh | 745, 621 
Mar. 25, 1958..........| 6015-EVI-39 3, 500 | 


Chairman Haypen. This closes the hearings on mutual security. 
(Whereupon, at 4:40 p. m. Friday, July 18, 1958, the hearing was 
concluded. ) 
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